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THE DECLINE OF MEMBERSHIP IN THE FEDERAL 
RESERVE SYSTEM 


the Federal Reserve System has been gradually declin- 

ing. On June 30, 1922, there were 9,892 members, made 
up of 8,244 national banks and 1,648 state banks and trust com- 
panies." Membership has now (October, 1927) fallen to 9,050, 
composed of approximately 7,760 national banks and 1,290 
state banks and trust companies. There are now approximately 
850 fewer banks in the system than in 1922, and there is a wide- 
spread feeling that a continued decrease in the number of mem- 
bers may be expected for some time to come. Not more than 
one-third of all the banks in the country ever belonged to the 
system before 1927. 

Considerable anxiety has been aroused by the fact that the 
number of national banks has been declining so rapidly during 
the last two or three years. In addition, very few state banks 
and trust companies are now entering the system, and many of 
those which were formerly members have withdrawn. This situ- 
ation has given rise to a feeling of apprehension among those 
who wish to see the Federal Reserve System increase in power 
and prestige. Is the system in the process of being steadily weak- 
ened through the loss of members? Do bankers feel that mem- 
bership is becoming more and more undesirable? Is the situation 


* Ninth Annual Report of the Federal Reserve Board (1922), pp. 29, 171. 
185 
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really so serious as the foregoing figures would seem to imply? 
Let us examine first the situation with regard to the national 
banks. 
I. THE NATIONAL BANKS 
A. CHANGES AFFECTING THE NUMBER OF NATIONAL BANKS 

All national banks must belong to the Federal Reserve Sys- 
tem, and since its beginning these banks have constituted the 
backbone of the system. They can withdraw only by giving up 
their national charters. Certain factors tend to increase the 
number of such banks; other factors operate in the opposite 


TABLE I 








1927 
(Jan- 


uary I- 
June 30) 





Total additions 131 69 

Newly organized 93 89 46 532 

Conversion of state members 30 6 45 4 113 

Resumption following _ sus- : 
pension II 17 5 4 65 

Conversion of non-members in- 
to national banks 56 19 69 15 291 


























direction. The number of national banks may be increased by 
the following means: Organization of new national banks, con- 
version of state member or non-member banks into national 
banks, and resumption of business following suspension. During 
the period from 1922 to June 30, 1927, changes adding to the 
number of national banks were as shown in Table I.? 

While over a hundred more banks took out national char- 
ters in 1925 than in 1924, it should be pointed out that the in- 
crease was due largely to the fact that the breakdown of the 
Texas deposit guaranty law led many banks in that state to take 
out national charters. The breakdown of the Oklahoma deposit 
guaranty law in 1922 caused seventy-two banks in that state to 
reorganize as national banks.* By so doing they could escape 

* Twelfth Annual Report of the Federal Reserve Board (1925), p. 175; Fed- 
eral Reserve Bulletin (March, 1927), pp. 178-80; July, 1927, p. 467; September, 
1927, Pp. 635. 

* Federal Reserve Bulletin (September, 1925), p. 631. 
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the requirements of the state law. Had it not been for this influx 
from Texas and Oklahoma the addition to the number of new 
national banks would have beer much smaller during the years 
from 1922 to 1927. 

In spite of the fact that 1,001 new national banks were 
added from 1922 to the middle of 1927, the total number of na- 
tional banks declined from 8,165 at the beginning of 1922 to 
7,790 at the middle of 1927. The reasons for this decrease are 
the following: Mergers between national banks, absorption of 
national banks by state member or non-member banks, conver- 

TABLE II 








1927 
an- 

uary I- Total 

June 30) 





Total losses 185 | 1,376 
Mergers between national 
48 314 
Absorption by state members.| 39 130 
Conversion to state members I 20 
Voluntary liquidations 15 84 
Suspension andinsolvency....| 38 564 
Absorption by non-members .. 18 177 
Conversion to non-members . . 9 85 
Other decrease 2 " 2 


























sion into member or non-member state banks, voluntary liqui- 
dations, and suspension and insolvency. The various causes are 
tabulated in Table II.* 

It appears, then, that while 936 new national bank charters, 
aside from those reopened, were granted from 1922 to June 30, 
1927, the total losses in national bank charters came to 1,376 
during the same period. It may be a matter of surprise to many 
students to learn that the chief cause of this reduction in the 
number of national banks was an extremely large number of 
failures or suspensions. Mergers between national banks ranked 
next in importance. Conversions into, or absorptions by, mem- 
ber and non-member state banks or trust companies accounted 
for most of the remaining losses. 

“Twelfth Annual Report of the Federal Reserve Board (1925), pp. 175-76; 


Federal Reserve Bulletin (March, 1927), pp. 178-80; July, 1927, p. 467; Septem- 
ber, 1927, p. 635. 
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In his annual report for 1926, Comptroller of the Currency 
J. W. McIntosh stated that from October 21, 1923, to October 
17, 1925, there were 166 national banks which converted into 
or were absorbed by state institutions. During the next year 
eighty-seven more were lost for the same reason. These banks 
took out of the national system approximately $1,125,000,000 in 
resources.® During this period many of the oldest and largest 
national banks in the country gave up their charters and were 
converted into state institutions. Among them were the Bank 
of North America of Philadelphia, the Irving National Bank of 
New York, the Fifth-Third National Bank of Cincinnati, the 
Liberty National Bank of New York, the First National Bank 
of Cleveland, the Wells Fargo National Bank of San Francis- 
co, the Lowry National Bank of Atlanta, the National Bank of 
Commerce of Kansas City, and the Union National Bank of 
Newark. In nearly every large city in the country there are 
fewer national banks than there were ten years ago. On every 
hand the statement was made that national banks could no 
longer compete with state banking institutions, and therefore 
conversion into, or absorption by, a state bank or trust company 
was necessary. 


B. EFFECT OF THESE CHANGES UPON THE NATIONAL BANKING SYSTEM 

It may now be asked how the relative importance of national 
banks has been affected by the various changes mentioned. To 
put the question differently, Do as large a proportion of all banks 
in the country hold national charters as formerly? Do national 
banks hold as large a percentage of all deposits and resources 
as in the past? These questions may be answered by examining 
Table III.° 

Table III shows that a larger percentage of all banks in the 


*See quotation from the annual report of the Comptroller of the Currency 
for 1926, in the Commercial and Financial Chronicle, CX XIII, No. 3208 (Decem- 
ber 18, 1926), 3130. 

* These percentages were calculated by the writer from figures in the Twelfth 
Annual Report of the Federal Reserve Board (1925), p. 125, the Thirteenth An- 
nual Report of the Federal Reserve Board (1926), pp. 140-46, and from figures 
furnished to the writer by the Federal Reserve Board. 
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country held national charters in 1927 than at any time in re- 
cent years. In this respect the national banks are gaining. This 
may seem strange in view of the fact that so marked a decline in 


TABLE III 








Percentage of All Banks in the 
Country which Hol 
National Charters 


Percentage of Country’s 
a Resources Held by 
ational Banks 





June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 


June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 


June 30, 

June 30, 

June 30, 

June 30, 

June 30, 

June 30, 

June 30, 19 
March 23, 1927 


June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 
June 30, 


26.62 
26.45 
27.12 
27.29 
27. 
27. 
28. 
29. 


41.80 
39. 52 
41.07 
39-79 
39-47 
39. 22 


39-19 
not available 





Percentage of Resources of All 
Members of the Federal 
Reserve System Held 
by National Banks 


Percentage of All Deposits of 
Members of Federal Reserve 
System Held by National 
Banks 





68.91 
66. 23 
os 
.62 
04 
. 24 
-94 
05 


-59 
.19 
-94 
.81 
.II 
. 38 
.18 
.56 





Percentage of All Bank Loans 
and Investments in the 
Country Made by 
National Banks 


Percentage of Deposits, Exclu- 
sive of Bank, Held by 
National Banks 





42.35 
40.14 
39-43 
38.60 
37-74 
37.58 
37.28 
37-93 





37.86 
36. 38 
36.61 
35-78 
35.60 
35-87 


35-80 
(June 30, 1927) 36.63 





Percentage of All Deposits in the Country 
eld by National Banks 








.10 
- 33 
.67 
-17 
-44 
. 28 
-31 
. 60 
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the number of national banks has taken place since 1922. The 
explanation lies in the fact that the total number of banks in 
the country has been declining as well. In 1921 there were near- 
ly 31,000 banks in the country. Today there are less than 27,- 
ooo. The decrease has been due largely to failures, liquidations, 
and consolidations. 

It is evident that from 1920 up to 1927 an increasingly smal- 
ler proportion of all banking resources, loans and investments, 
and deposits has been held by the national banks. A slight in- 
crease is shown in 1927. Whether this is permanent it is yet too 
early to say. The increase in 1927 was due to the conversion of 
several large state banks into national banks as a result of the 
McFadden-Pepper Act. Statements to the effect that the nation- 
al banking system was in danger were made with increasing fre- 
quency after 1922. 


C. WHY NATIONAL CHARTERS BECAME LESS ATTRACTIVE 


During the last decade national banks found it increasingly 
difficult to meet the growing competition of state banks and 
trust companies. State laws were in many ways more liberal 
than the statutes under which national banks operated. The 
state banks and trust companies as a rule enjoyed much greater 
freedom with respect to operation and control. In many cases 
their capital and reserve requirements were less onerous; re- 
strictions on the character, amount, and maturity of loans were 
less burdensome; branch banking privileges in many states were 
given rather extensively; the assumption of permanent trustee- 
ships by trust companies was a type of activity in which na- 
tional banks were unable to engage because of the definite limi- 
tation on the period for which national charters should run; 
and in general the control exercised by most state banking au- 
thorities was, with a few exceptions, much more lenient than 
that to which national banks were subject. While some state 
banking superintendents raised banking standards in their 
states, others endeavored to make banking under state control 
more profitable than under national charters. Instead of advo- 
cating an elevation of state banking requirements to the stand- 





DECLINE OF MEMBERSHIP IN FEDERAL RESERVE 191 


ard of the National Bank Act there was in some sections an 
attempt to maintain and even increase the advantages possessed 
by the state banking institutions even though it should result 
in a lowering of banking standards in those states. 

Even in the federal reserve system itself member state banks 
and trust companies enjoyed privileges denied to the national 
banks. The result was that a serious inequality developed be- 
tween these two types of members. Before the passage of the 
McFadden-Pepper Act of February 25, 1927, member state 
banking institutions were favored over the national banks in 
the following respects: 

1. They might withdraw from the system at will, after six 
months’ notice. Two hundred of them have done so. National 
banks could not withdraw without surrendering their charters 
(not changed by the McFadden-Pepper Act). 

2. State bank and trust company members, upon joining, 
might and still do retain the statutory and charter privileges 
given them under state laws, provided the Federal Reserve Act 
and the regulations of the board are not violated thereby. In 
this way they engage in certain types of business and enjoy priv- 
ileges denied to the national banks. A specific example of the 
benefits derived from this clause might be found in the branch 
banking activities of member state banks. (The McFadden- 
Pepper Act modified the powers of the state member banks to 
engage in branch banking. See last paragraph in “Provisions 
of McFadden-Pepper Act,” infra.) In addition, it was the in- 
terpretation of this clause by the acting Attorney-General in 
1917 that exempted the member state institutions from the pro- 
hibitions of the Clayton Act against the interlocking of bank 
directorates. They are still so exempt. National banks were, 
however, and still are, subject to the Clayton Act. 

3. National banks might not lend to any one borrower an 
amount in excess of 10 per cent of the lending bank’s capital 
and surplus. There were, however, certain types of obligations 
which did not come under this limitation. State bank members, 
on the other hand, might lend an amount greater than 10 per 
cent of their capital and surplus to one borrower; but if they 
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did so they could not rediscount any of that borrower’s paper at 
the federal reserve bank. They could, however, by rediscount- 
ing the excess over 10 per cent with another bank, rediscount the 
rest of this borrower’s paper at the federal reserve bank. 

(The change effected by the McFadden-Pepper Act was to 
increase the amount and type of obligations not coming under 
the limitation before mentioned, not being classed as loans.) 

4. State bank members were not subject to the regulations 
issued by the comptroller of the currency, neither were they re- 
quired to report to him. National banks had to report, not only 
to the federal reserve banks, but also to the comptroller and 
obey his regulations (not changed by the McFadden-Pepper 
Act). 

5. Examinations of state bank members by their own state 
examiners were, and still are, frequently accepted by the federal 
reserve bank as being sufficient. National banks feel that this 
subjects state members to less rigorous control. 

6. Trust company members in some states had been given 
perpetual charters and so could accept permanent trusts. Na- 
tional banks possessing fiduciary powers could not accept per- 
manent trusts, as their charters ran only for a limited period. 
(The McFadden-Pepper Act removed this inequality by giving 
the national banks indeterminate charters. ) 

7. State bank members were greatly favored in making 
loans on real estate and farm lands. No definite limit was set 
upon the amount or maturity of such loans, either by the Fed- 
eral Reserve Act or the Federal Reserve Board. But national 
banks were definitely restricted as to the amount and maturity 
of such loans. They could not lend on such security an amount 
greater than 25 per cent of their paid in and unimpaired capita! 
and surplus, or one-third of their time deposits. The greatest 
handicap lay in the restriction that national banks could not 
make loans on improved city real estate with a maturity of more 
than one year. But all that was required of state bank members 
was that they should not lend on real estate and farm land to 
an amount which would seriously impair their liquidity. (The 
McFadden-Pepper Act removed some of the handicaps from 
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which the national banks suffered in this respect. See para- 
graph 1 under “Provisions of the McFadden-Pepper Act,” infra. 
The Act, however, left state bank members as free from restric- 
tions as before. ) 

8. State bank members in states whose laws were favorable 
enjoyed more extensive branch banking privileges than did the 
national banks. National banks have never been permitted to 
engage in state-wide branch banking, except as out-of-town 
branches were acquired by absorbing a state bank with such 
branches. Before 1927 only twelve national banks in the entire 
country had out-of-town branches, and the total number of 
such branches came to only twenty-five. But a number of state 
bank members engaged in extensive state-wide branch banking, 
as, for example, in California. 

National banks, before the recent McFadden-Pepper Bank 
Act, were not able to open new branches even in their home 
city. Beginning in 1922, the Comptroller of the Currency began 
to permit them to open, in their home city only, additional offices 
or agencies merely for the purpose of receiving deposits or cash- 
ing checks. Such offices could not engage in a general banking 
business and could not be opened unless state laws permitted 
branch banking. But member state banks and trust companies 
were until recently under few restrictions in the establishing of 
new home city branches for the conducting of a general banking 
business. The national banks in the larger cities claimed that 
they were suffering keenly from this type of competition.’ 

During the latter part of 1923 the Federal Reserve Board 
began to limit the further extension of branch banking by mem- 
ber state institutions. It was made very difficult for a member 
state bank or trust company to establish a new out-of-town 
branch. The establishment of new home city branches was per- 

‘Comptroller of the Currency Crissinger began granting permits for addi- 
tional offices to national banks without any specific authority. Comptroller 
Dawes, who succeeded him, obtained an opinion from the attorney-general, Octo- 
ber 3, 1923, stating that the opening of such offices in the home city for the re- 
ceipt of deposits and the cashing of checks was permissible under the law. Such 


offices, however, could not make loans directly (Federal Reserve Bulletin [Octo- 
ber, 1923], p. 1196). 
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mitted only under rather rigorous conditions. The limitations 
were imposed by the Board in order to prevent the development 
of greater inequality between the national and state bank mem- 
bers.® 

The seriousness of the problem is revealed by an examin2- 
tien of figures showing the relative branch banking activities of 
the state and national bank members. At the beginning of 1927 
only 140 out of 7,900 national banks maintained branches of 
any description, only 12 of them having out-of-town branches. 
But 200 of the 1,350 member state banks had branches, and 50 
of these maintained out-of-town branches. The total number of 
national bank branches was 340, but the member state institu- 
tions controlled 1,400 branches, 300 of which were outside of 
the home city. 

The reasons for the decline in the national banking system 
have now been discussed. How the McFadden act attempted 
to remedy the situation will be discussed later. Attention will be 
next directed to the decrease in state bank and trust company 
membership. 


II. STATE BANK AND TRUST COMPANY MEMBERS 


Since 1922 the number of state bank and trust company 
members of the Federal Reserve System has been steadily di- 
minishing. Changes in the membership of such banks since 1921 
are shown in Table IV.° 

Table IV shows why state bank membership has declined 
since 1922. From 1922 to July 1, 1927, there were 325 members 
gained, but 629 lost. The main reasons for the decrease were: 
withdrawals, 177; suspensions, 169; and conversions into na- 
tional banks, 113. With regard to conversions into national 
banks and mergers with them there need be no regret. These 

* For a discussion of the branch banking situation with the attempt of the 
Federal Reserve Board to restrict the state bank members in this respect see Fed- 
eral Reserve Bulletin (December, 1924), pp. 924-30. 

* Twelfth Annual Report of the Federal Reserve Board (1925), p. 631. Fed- 
eral Reserve Bulletin (March, 1927), pp. 178-80; July, 1927, p. 467; September, 
1927, Pp. 635. 
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changes, while resulting in a loss to state bank membership, 
really strengthen the system as a whole. 

The reasons for the decrease in the total of state bank mem- 
bership which invite the most regret are suspensions, insolven- 
cies, and withdrawals. These are responsible for a loss of 346 
in the period under discussion. It is hardly likely that failures 
of state member banks will continue in the future on such a 
large scale as in the past. It is probable also that those with- 


TABLE IV 








1927 
an 


I-june 





Additions: 
Admission of state banks 18 
Conversion to national banks 2 
Resumption following suspension. .. I 


Gains in state bank membership . 21 
Losses: 
Voluntary liquidations enka sae 
Suspension or insolvency 6] 24 
Merger between state members .... tz] 72 
Absorption by national banks Ir} 43 
Conversion to national banks 4 | 113 
Absorption by non-members 3k a7 
Conversion to non-members 2 7 
26 11 | 177 








97 | 146 66 | 629 


























drawals already effected, approximately 200 of them since 1919, 
have taken out of the system the majority of the most dissatis- 
fied state institutions. The writer would not be surprised to see 
state bank membership stabilized during the next few years at a 
figure somewhat over 1,200. Some additional decrease from the 
present figure will probably occur during the next year. By the 
end of that time the shaking-down process ought to be more or 
less complete, so that the gains will balance the losses. The first 
six months of 1927 show that a period of stability in the number 
of state bank members may be very near. There is little hope, 
at present, of turning the tide sufficiently in the other direction 
to show any appreciable increase. For to the majority of the 
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non-members non-membership seems more profitable than mem- 
bership, for the following reasons: 

1. Members receive no interest on the balance they carry 
as reserve with the federal reserve bank, and all of their reserves 
must be carried there. But under most state laws they may 
count their cash in vault and till money as reserve, and approxi- 
mately two-thirds of their required reserves may be kept on 
deposit in correspondent banks. On such deposits they receive 
from 2 to 3 per cent interest. While federal reserve membership 
may result in the releasing of funds formerly held in correspond- 
ent banks, for investment at a rate which in some cases largely 
offsets the loss from non-payment of interest on the reserve de- 
posited in the federal reserve bank, in many other cases it does 
not do so. So membership in many cases means a smaller profit 
at the end of the year. However, many members regard this 
loss as a premium paid for the protection afforded them by the 
Federal Reserve System. This is a commendable attitude to 
take, but unfortunately many bankers do not take such a long- 
time view. 

Reserve requirements vary from state to state. While the 
majority of the states permit members to substitute federal re- 
serve requirements for state requirements, the following states 
have not yet done so: Connecticut, Florida, Illinois, Indiana, 
Kansas, Kentucky, Louisiana, Minnesota, Nebraska, North Da- 
kota, Oklahoma, Rhode Island, South Dakota, Virginia, Wy- 
oming. In most of these states the state officials have power to 
permit such substitution and have done so. Many states require 
no specific amount of the reserve to be kept in the bank itself. 
These states are Georgia, Illinois, Indiana, Michigan, Missouri 
(for most banks), South Carolina, Tennessee, Texas, Virginia, 
Washington, Wisconsin, and Wyoming. On the whole it is in 
these states that membership would prove the most disadvan- 
tageous financially to the smaller eligible banks. Kansas and 
Kentucky, for example, have exactly the same reserve require- 
ments as those of the Federal Reserve Act. But in each of these 
states two-thirds of the reserve may be in other banks drawing 
interest. 
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2. Non-members contend that they already receive, through 
their city correspondent banks which are members, most of the 
advantages which membership would bring them. Indirect ac- 
cess to the federal reserve banks is afforded to non-members by 
these correspondents, which in many cases secure funds from 
the federal reserve banks and put these funds at the disposal of 
non-member banks, and these as a result have cut down consid- 
erably the amount of cash formerly carried on hand. This 
means that should they join the system there would be a much 
smaller amount of surplus funds released for investment than 
some authorities have estimated. Therefore the non-payment of 
interest on reserves at the federal reserve bank might cause a 
greater loss to the member bank than is generally realized. 

3. Another reason for non-membership lies in the fact that 
under most state laws “float,” i.e., checks in process of collec- 
tion, may still count as reserve. This practice is denied to mem- 
bers of the Federal Reserve System, as they do not receive 
credit for checks sent to the federal reserve banks until a suffi- 
cient time has elapsed actually to make the collection. This is 
called “deferred availability.” The legality of “deferred avail- 
ability” was recently upheld by a decision of the United States 
Supreme Court.*® The advantage to non-members is obvious 
when it is realized that checks sent to correspondent banks for 
collection may be, under most state laws, counted as reserve the 
moment the checks are placed in the mails. 

4. Other objections to membership that have been raised 
are that membership involves no end of red tape, duplication of 
examinations and reports, restrictions on loans and branch 
banks, and subjection to control by the Federal Reserve Board. 
The Board aroused the animosity of the state banks by its ener- 
getic campaign in behalf of par remittance. 

Other objections of a minor nature might be mentioned, but 
those outlined are the chief ones. It is obvious that an increasing 
movement of state banks into the Federal Reserve System is 
quite beyond the realm of probability. Many plans have been 


* See Pascagoula National Bank v. Federal Reserve Bank of Atlanta, Fed- 
eral Reserve Bulletin (June, 1926), p. 378. 
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suggested to encourage state banks to enter, such as various 
schemes for distributing to members an enlarged share of the 
earnings of the federal reserve banks. But it is not certain that 
such a measure would be of much avail. Even since the McFad- 
den act state bank members enjoy certain advantages over na- 
tional bank members. Nevertheless, non-members refuse to 
enter because they assert it is more profitable to remain out. 
While an increased share in the earnings might prevent some 
state banks from withdrawing and lead others to join, the ulti- 
mate effect might not be much different than at present. How- 
ever, it might be worth trying, provided the plan is safeguarded 
sufficiently to prevent its causing the adoption of a policy of 
profit-making by the federal reserve banks. 

It must be constantly borne in mind that if amendments are 
adopted they must not further increase the advantages which 
state bank members have over the national banks. Otherwise, 
the surrendering of national charters might be accelerated. 

Considerable variation exists between districts as to the pro- 
portion of eligible state member banks enrolled. Of the 9,000 
state banks which are eligible under the original requirements of 
the Federal Reserve Act, the proportions enrolled in the various 
districts are, approximately: New York, 46 per cent; San Fran- 
cisco, 28 per cent; Dallas, 26 per cent; Philadelphia, 22 per 
cent; Boston, 21 per cent; Cleveland, 16 per cent; Atlanta, 15 
per cent; Chicago, 13 per cent; St. Louis, 11 per cent; Minne- 
apolis, 11 per cent; Richmond, 7 per cent; and Kansas City, 
3 per cent. 

The states with the largest number of state member banks 
at the end of 1926 are shown in Table V. 

The states with the smallest number of state members at 
the same time are shown in Table VI. 

Those districts which have enrolled the smallest proportion 
of the eligible banks are, in general, those districts where small 
banks abound in large numbers. The majority of these banks 
deal mostly in agricultural rather than commercial loans. Small 
banks of this kind have never been favorable to membership in 
the Federal Reserve System, claiming that it has little to offer 
them. The esteem with which bankers regard the Federal Re- 
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serve System varies from district to district. The campaign to 
increase membership was more vigorous in some districts than 
in others. Differences in state laws render the advantages of 


TABLE V 








State Deposits 
Member i (in Thousands of 
Banks Dollars) Dollars) 





873,356 
5,176,666 
39,963 
782,671 
1,143,581 
1,090,517 
92,232 
529,791 
418,134 
103,557 
39,680 
29,973 
1,441,776 
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State Capital 
(in Thousands of 
Dollars ) 





Vermont 

a cas fica odour sonar A 
New Hampehive. ............... 
New Mexico 


14,214 
I,102 
34,662 
261,053 
2,900 40,204 
4,098 30,908 
I, 100 21,964 
5,625 735341 
625 9,273 
355 4,402 
240 2,852 
3,450 43,397 
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membership unequal from state to state. Large city banks have 
in some cases encouraged their country correspondents to re- 
main out. It is reasons of this type which may be offered to 
explain the differences in membership in the various districts. 
In spite of their reduction in numbers, the state bank mem- 
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bers of the Federal Reserve System were, until 1927, increasing 
in importance relatively to the national banks as shown in 
Table VII. 


III. IS THE FEDERAL RESERVE SYSTEM DISINTEGRATING? 

It has been stated that the Federal Reserve System has ap- 
proximately 850 fewer members than were enrolled at the high 
point of membership in 1922. Does this mean that serious in- 
roads have been made upon the strength of the system? To 
decide that question the present strength of the federal reserve 
banks must be compared with their strength during the past five 











TABLE VII 
Percentage of Resources| Percentage of Deposits 
of Members of the in All Members of the 
Federal Reserve System | Federal Reserve System 
Furnished by State Held by State Bank 
Bank Members embers 
BN SE TONE. 0b.560 0502 31.09 32.41 
pe Pere 33-77 34.81 
PUMNS 90, 1982... 0.000505: 34.75 36.06 
Ree ere eee 36. 38 37.19 
FUND 90, 2684. 6 00006000 36.96 37.89 
PE Oy, DOE 6c esco ces 37.76 38.62 
BUG SG, 2908. ..0. 2c ccee 38.06 38.82 
FUNG 90, 1987... oeccscess 37-95 38.25 











or six years. The question is, Do the members of the federal 
reserve banks occupy as important a position in the banking 
world as they did formerly when comparison is made on the 
basis of the number of banks, banking resources, and deposits 
included in the system? That question may be answered by 
studying Table VIII." 

In spite, then, of the decline in numbers of both national and 
state bank members, it may be surprising to find that the Feder- 
al Reserve System is stronger relatively in some respects than 
ever before. This is due to the fact that the losses have not ap- 
preciably affected either the resources or the deposits of the sys- 
tem, and that the resources and deposits of members have been 
growing. A larger percentage of all banks in the country now 
hold membership than ever before. This is due to the fact that 


* These percentages were calculated by the writer from the sources quoted 
in note 6, supra. 














DECLINE OF MEMBERSHIP IN FEDERAL RESERVE 201 


while the number of members has been declining, the number of 
non-members in the country has been declining even more rap- 
idly, due largely to the fact that approximately 3,500 non-mem- 
bers have failed since 1920, and that numerous consolidations 
have taken place. Additional evidence of the maintenance of the 
strength of the Federal Reserve System is found in the fact that 
its members show a slight tendency to increase their proportion- 
ate holding of the country’s banking resources and deposits. 
Another way in which the members of the Federal Reserve 
System are growing more rapidly than non-members appears 














TABLE VIII 
Snaiiees Percentage of All 
Country’s'Banking | "Banks in the |,,Bank Deposits in 
Resources Held by | Country that Are Menshers of the v 
Members of the Members of the Federal Reserve 
System System System 
peer n 60.6 31.18 60.82 
pg Ser ee 59.67 31.62 60. 34 
pe eee 62.9 32.5 62.05 
pe Re 62.5 32.6 61.15 
pe eee re 62.6 32.88 61.91 
pe ere ere 63.31 33.02 62.36 
pe a eee 63.24 33.31 62.38 
pe ee eee ere not available 33-98 62.9 




















from a study of the relative increase in loans and investments 
made by members and non-members. On June 30, 1926, the to- 
tal loans and investments of all banks in the country amounted 
to $51,750,000,000, which was $2,750,000,000 larger than a year 
before. From June 30, 1925, to June 30, 1926, member banks 
increased these items $1,700,000,000, or 5.7 per cent. Non- 
members showed an increase of $1,000,000,000 or 5.5 per cent. 
From June 30, 1926, to March 23, 1927, members increased 
their loans and investments 2.3 per cent, but non-members 
showed an increase of only 1.1 per cent.” 

The proportion of the total loans and investments of all 
banks in the country held by member banks since 1920 is shown 
in the following tabulation.” 


™ Federal Reserve Bulletin (December, 1926), p. 846 and July, 1927, p. 467. 
* Thirteenth Annual Report of the Federal Reserve Board (1926), p. 134. 
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Percentage 
June 30,1920. , 4 ; ; : 61.66 
June 30,1921. ; ; : , ; 60.85 
June 30, 1922. ; ‘ F ‘ : 60.73 
June 30, 1923. ' } , ‘ : 60.96 
June 30,1924. , , ‘ ‘ P 60.09 
June 30,1925. 2 ‘ ; , ‘ 60.65 
June 30,1926. ‘ : . : . 60.76 
March 23, 1927 . , F : ‘ : 61.07 


There is a considerable difference between states in the per- 
centage of the total banking resources of the state controlled by 
member banks. The states which led the list in the amount con- 
trolled in 1923 were: New York, 85 per cent; Massachusetts 
and Rhode Island, 82 per cent; Michigan and Texas, 77 per 
cent; Idaho, 73 per cent; Ohio and Oregon, 72 per cent; Colo- 
rado and Montana, 71 per cent; Alabama, 70 per cent. Those 
states in which members controlled the smallest proportion of 
the resources were: Mississippi, 27 per cent; South Dakota, 
37 per cent; Kansas and Nevada, 38 per cent; Iowa and Ari- 
zona, 40 per cent; Nebraska, North Dakota, and Vermont, 41 
per cent. It is curious how states whose borders bound each 
other differ widely in these proportions. In Alabama 70 per 
cent of all banking resources were controlled by members, but 
members in Mississippi controlled only 27 per cent. 

It may next be asked what proportion of the resources of all 
banks eligible for membership are held by the system? This is a 
significant comparison, for membership is closed to all banks not 
possessing certain qualifications. On June 30, 1924, there were 
6,100 banks with resources of $9,782,000,000 which were not 
under any conditions eligible for membership. There were 3,965 
non-member banks with resources of $1,132,000,000 which 
were eligible only under the provisions of the agricultural cred- 
its act of March 4, 1923. These were banks which had a capital 
equivalent to 60 per cent of that required of national banks in 
that locality, but which must upon joining increase their capital 
to that required of national banks within five years. Not more 
than a dozen banks have, however, taken advantage of this 
amendment, so that it has been ineffective as a device for in- 
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creasing membership. Other banks to the number of 9,63 5 with 
resources of $10,452,000,000 had sufficient capital and were 
eligible under the original provisions of the Federal Reserve 
Act. Only 1,570 banks were members on that date. 

According to estimates on the basis of the original eligibility 
requirements, these facts are revealed (Table [X).** 

A smaller proportion of all state banking institutions be- 
longed to the system in 1927 than in 1922. On June 30, 1922, 
7.44 per cent of all state banking institutions in the country 
were members. The corresponding figure for 1927 showed a 
decline to 6.88 per cent. The banks which have withdrawn from 


TABLE IX 








Eligible State Eligible 
igi tate igi tate 
Banks in the 


in Basking Resources 
System by System Included in System 





June 30, 1922 17.03 77-9 55-5 

June 30, 1924 . 16.3 77-4 : 

Computing on basis of 1923 
amendments: 


June 30, 1924 10.4 75-5 53-3 














the system have been comparatively small banks. Very few 
banks of large size have given up membership. The effect upon 
the resources of the system has been inappreciable. 

The Federal Reserve System, therefore, is surely not disin- 
tegrating in spite of the retirement of a large number of mem- 
bers since 1922. It still controls about 77 per cent of all eligible 
banking resources. Losses incurred by the national banking 
system have been made up by the remarkable growth in the 
strength of the state bank and trust company members. Such 
losses as might have caused a decline in the relative importance 
of the Federal Reserve System have not had this effect because 
the non-members have suffered in the same way to a somewhat 
greater degree. The system seems to be slowly increasing its 
proportionate control over the country’s bank resources, depos- 
its, percentage of eligible state banking resources, and percent- 


“The year 1924 is the latest year for which complete figures on these com- 
parisons have been published by the Federal Reserve Board. 
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age of banks enrolled. It has suffered a relative loss with regard 
to the proportion of all state bank and trust companies enrolled, 
the proportion of eligible state banks claimed as members, and 
is just about holding its own in the percentage of all eligible 
banking resources controlled. 


IV. THE MCFADDEN-PEPPER BANK ACT 


The approval of the McFadden-Pepper Bank Act of Feb- 
ruary 25, 1927, marked the conclusion of a long and arduous 
campaign to remedy the inequalities from which the national 
banks had for years been suffering. As time went on friends of 
the national banking system became alarmed and increased 
their efforts to secure legislation which would remove the most 
glaring of the handicaps under which the national banks were 
operating. A bill was finally drafted under the supervision of 
Comptroller Dawes in 1924 and introduced by Chairman Mc- 
Fadden of the House Banking and Currency Committee in the 
first session of the 68th Congress, but it did not come to a vote. 
In the second session it was passed by the House June 14, 1925, 
but was not approved by the Senate. 


A. THE HULL AMENDMENTS 
Certain amendments, called the Hull Amendments, were 
made to the bill in 1925, and in the first session of the 69th Con- 
gress the House passed the bill with these changes February 4, 
1926. The Senate refused to adopt the Hull Amendments and 
passed the bill without them May 13, 1926. The conference 
committees could not agree, the House refusing to eliminate, 
and the Senate refusing to accept, the Hull Amendments, and 

the session closed without further action.’® 
It is impossible here to describe adequately the bitterness of 
the struggle which was waged over the Hull Amendments. It all 
but wrecked the chances of getting any national bank legisla- 
tion whatever enacted. The Hull Amendments affected the 
branch banking provisions of the McFadden bill. They would 
have made it impossible for any national or member state bank 
ever to have established a branch in a state which at the time 


“For an an account of the history of the McFadden bill in Congress see 
Charles W. Collins, The Branch Banking Question, chaps, viii and ix. 
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of the enactment of the bill prohibited branch banking. Even 
if a state subsequently permitted branch banking, all member 
banks would have been forever prohibited from establishing 
branches in that state. These amendments were supported by 
the opponents of branch banking. They argued that if member 
banks could never have branches in those states they would 
oppose any extension of branch bank privileges to the non- 
member banks, and so the further development of branch bank- 
ing would be prevented. But the friends of the Federal Reserve 
System countered with the argument that the non-members in 
those states would endeavor to persuade the state legislatures to 
give them branch banking powers so that member banks would 
be at a still greater disadvantage. The Senate, realizing the un- 
fairness of the Hull Amendments to member banks, refused to 
approve the McFadden bill until they were eliminated. 
Support of the Hull Amendments derived much strength 
from the American Bankers’ Association, which, at its 1924 con- 
vention, advocated the passage of the McFadden bill with the 
amendments. The majority of American bankers have for years 
strongly opposed branch banking because of the threat which 
they claim it holds for independent unit banking. But as it be- 
came evident that the Senate would never accept the amend- 
ments, the attitude of the American Bankers Association began 
to moderate until at its Los Angeles meeting in 1926, after a 
lengthy and exhaustive debate, it reversed its position and gave 
its approval to the bill without the amendments.** This removed 
one of the strongest organized groups favoring the Hull Amend- 
ments, so that when Congress reassembled in December the sup- 
porters of the Amendments found their position weakened. The 
House finally agreed to their elimination, and the bill became 
law February 25, 1927, thus ending one of the most spectacular 
controversies over banking legislation in recent years. 


B. PROVISIONS OF THE MC FADDEN-PEPPER ACT 


The McFadden-Pepper Bank Act is without doubt the most 
important piece of bank legislation passed in recent years be- 
cause of the fact that it gives indeterminate charters to federal 


* Journal of the American Bankers’ Association (November, 1926), pp. 
271-72, 
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reserve banks and grants increased powers to the national banks. 
National banks will now be able to meet much more successfully 
the competition of the state banks and trust companies. The 
national banks are given more extensive privileges in the follow- 
ing respects: ** 

1. Probably the most important clause is that giving the 
national banks the right to lend on improved city real estate for 
a period of five years. Loans of this character should not be in 
excess of 50 per cent of the actual value of the property. Total 
loans made of this character should not exceed 25 per cent of 
the bank’s paid in and unimpaired capital and surplus or one- 
half of its savings deposits. This will probably be of great bene- 
fit to the national banks in building up their savings depart- 
ments. Now that savings deposits may be invested more exten- 
sively in real estate mortgages, national banks can bid more 
successfully for savings deposits and meet state bank and trust 
company competition in this respect. Previously such loans 
could not exceed one-third of the time deposits and could run 
only for one year, so short a period that national banks could 
make little use of the privilege (sec. 15). 

2. National banks are given indeterminate charters, which 
makes it possible for them to engage more extensively in fiduci- 
ary activities and compete more effectively with trust com- 
panies. Previously, national banks with their 99-year charters 
could not assume perpetual trusts (sec. 2). 

3. Although national banks can still lend to any one bor- 
rower on direct obligations an amount equal only to ro per cent 
of the bank’s capital and surplus, the Act adds to the existing 
exceptions to this rule certain types of paper which are not to be 
included in this maximum. The chief modifications affect the 
amount of non-commercial paper which may be rediscounted for 
one borrower and the amount which may be loaned upon the 
security of non-perishable readily marketable agricultural sta- 
ples insured and stored in a warehouse. In this way more credit 
can be extended to one borrower than before (sec. 9). 


* For provisions of the McFadden-Pepper Act, see Federal Reserve Bulletin 
(March, 1927), pp. 181-86. 
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4. A state bank can now consolidate directly with a na- 
tional bank without first having to convert into a national bank 
as formerly (sec. 3). 

5. The powers of national banks to engage in the business 
of buying and selling investment securities are broadened and 
made more definite (sec. 2). 

6. The right of national banks to engage in the safe-deposit 
business and to own stock in safe-deposit companies is recog- 
nized, but the amount of stock which may be owned in a safe 
deposit company is limited (sec. 2). National banks have in the 
past actually engaged in such activities and also in the invest- 
ment business described in paragraph 5. Such business is now 
expressly sanctioned. 

7. National banks can in the future issue stock dividends, 
a privilege previously denied to them (sec. 5). 

8. National banks can now issue stock with par value of 
less than a hundred dollars (sec. 16). 

9. In the outlying districts of cities over 50,000 in popula- 
tion, where state laws permit the organization of banks with a 
capital of $100,000 or less, national banks, with the approval of 
the comptroller of the currency, can now be organized with a 
capital of not less than $100,000. Previously, in a city of this 
size, the capital had to be $200,000 (sec. 4). 

10. National banks can now acquire real estate for the pur- 
pose of taking care of the needs of the bank in the way of its 
“future” expansion (sec. 3). Formerly such property could be 
acquired only for the “immediate” needs of the bank. 

11. Extremely important were the sections of the act re- 
garding national bank branches, as follows: (a) A national 
bank may maintain and operate all branches which are in law- 
ful operation at the time of the approval of this act. () If astate 
bank converts into, or consolidates with, a national bank, or if 
two national banks consolidate, the converted or consolidated 
association may retain and operate all branches of the convert- 
ing or consolidating banks which were in lawful operation at the 
date of approval of this act. (c) After the date of the approval 
of this act any national bank may establish and operate new 
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branches within the limits of the city, town, or village in which 
the bank is located, provided the state law permits state banks 
to have such branches. This gives the national banks the right 
to open new branches to engage in general banking where the 
state law permits branch banking. Previous to this amendment 
national banks had been able to open only additional offices or 
agencies of limited banking power under permission of the 
comptroller of the currency. The right to establish such branches 
was, however, limited by the next section. (d) No mew branches 
could be opened in the future in cities or towns of less than 
25,000 population. One such branch could be established if the 
population was over 25,000 and less than 50,000. Two branches 
were permissible if the population was over 50,000 and less than 
100,000. In cities of over 100,000 population the number of 
branches could be determined by the comptroller of the cur- 
rency. 

The act also placed certain restrictions on the opening of 
branches by member state banks and trust companies. Section 
9 of the Federal Reserve Act was amended to state that any 
state bank or trust company entering the system might retain 
all branches in existence at the time of the approval of the Act, 
provided such branches were permitted by state law. But no 
such bank can join the system and retain any out-of-town 
branches established after this date, February 25, 1927. No 
member bank can now open any branches beyond the limits of 
the city, town, or village in which the parent bank is located. 
New home city branches are still permissible with the approval 
of the Federal Reserve Board. 


C, THE EFFECT OF THE MC FADDEN-PEPPER ACT 


Although it is still too early to pass final judgment upon the 
effects of the amendments of February 25, 1927, certain imme- 
diate results seem to be clear. The first and most important of 
these is that the attractiveness of a national charter has been 
to a large measure restored. The movement away from national 
charters seems to have moderated decidedly. During 1926 the 
number of national banks decreased 142. The first three months 
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of 1927 showed a further net decrease of 84, most of this loss 
occurring before the passage of the amendments. During the 
next three months, however, the net decrease was only 32. The 
gap between total additions and total losses is closing.** 

If failures and mergers continue to appear in such large 
numbers as at present it will probably be some time before the 
number of national banks will show a net increase. But the rate 
of decrease has been considerably lessened. The new law has 
not as yet brought a large increase in the number of new char- 
ters issued, but it has kept in the national banking system many 
banks which would have converted into state banks had the law 
not been passed. 

The restored attractiveness of national charters has caused 
a number of state banks and trust companies to convert into 
national banks. First among these in importance is the famous 
Bank of Italy in California. Although it was already a member 
bank, it is gratifying to find it now more firmly bound to the 
Federal Reserve System. Its conversion added $20,000,000 to 
the capital, $13,000,000 to the surplus, and $428,000,000 to the 
resources of the national banking system. Another conversion 
attracting considerable attention was that of the Citizens and 
Southern Bank of Savannah, Georgia, which added over $6,000,- 
ooo to the capital and surplus and over $68,000,000 to the re- 
sources of national banks. A score of other conversions of banks 
of smaller size have already taken place or are now under way. 

Further additions to the strength of the national banking 
system have come through consolidations made possible by the 
McFadden-Pepper Act. The most important of these is the con- 
solidation of the Pacific Southwest Trust and Savings Bank of 
Los Angeles with the First National Bank of the same city, 
which adds nearly $12,000,000 to the capital and surplus and 
over $200,000,000 to the resources of the national system. In 
Birmingham, Alabama, the national banks gained $3,750,000 in 
capital and surplus and nearly $18,000,000 in resources by the 
consolidation of the American Trust and Savings Banks with 
a national bank. 


™ Federal Reserve Bulletin (July, 1927), p. 467, and September, 1927, p. 635. 
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Should conversions and consolidations continue at the rate 
at which they have taken place during the past few months, the 
relative strength of the national banks will soon show a tre- 
mendous increase. Already close to $1,000,000,000 have been 
added to their resources in this way. It seems likely that the 
McFadden-Pepper Act will accomplish its purpose. 

In other ways the effects of the recent amendments are 
becoming noticeable. National banks are taking advantage of 
the enlarged powers granted to them in the making of loans and 
engaging in the business of buying and selling investment securi- 
ties. The Comptroller of the Currency issued regulations deal- 
ing with the latter subject on June 30, 1927. From the passage 
of the amendments up to April 29, 1927, the Comptroller per- 
mitted twenty-eight national banks to open more than fifty 
branches.*® On the matter of branches it should be mentioned 
that the Bank of Italy brought into the national system approxi- 
mately one hundred branches. Surely there is cause for gratifi- 
cation over the enactment of the McFadden-Pepper Act. 


CONCLUSION 


We have now outlined the reasons for the decline in federal 
reserve membership and have found that failures, conversions, 
and consolidations offer the chief explanation for the decrease in 
national banks, while failures, withdrawals, and consolidations 
are largely responsible for state bank losses. The reasons for the 
growing undesirability of national charters before the amend- 
ments of February 25, 1927, and the remedies for this situation 
offered by the McFadden-Pepper Bank Act have been dis- 
cussed. The gratifying effects of that measure have been out- 
lined. It has been concluded that while the McFadden-Pepper 
Act will probably prevent any further large decline in national 
bank numbers because of the elimination of many of the in- 
equalities previously existing between them and state banks, yet 
. there is little hope of increasing federal reserve membership in 
the near future. State banks find non-membership more profit- 
able than membership for a number of reasons. Since they share 


* Federal Reserve Bulletin (May, 1927), p. 315. 
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indirectly in the benefits of the system, there is little that can be 
done to bring them in. 

In spite of the decline in its membership the Federal Re- 
serve system is certainly holding its own and even slightly in- 
creasing its control over the country’s banking resources and 
deposits. In 1927 it included in its membership a larger per- 
centage of all banks in the country than ever before. Losses due 
to the decline in importance of national banks were more than 
offset by the growth in banking power of state bank and trust 
company members. 

The only respects in which the system is not quite so strong 
as formerly is that it now controls a slightly smaller proportion 
of the country’s eligible banking resources, and of the state 
banks and trust companies in the country, than in 1920. 

Although the Federal Reserve System has, late in 1927, 
850 fewer members than were enrolled in 1922, it is probable 
that the drift away from the system is almost at an end. Na- 
tional banks have been given broader powers which will prob- 
ably prevent further inroads upon their strength. There are 


signs that state bank membership is becoming more stable. The 
last few months show only a small decrease in this type of mem- 
bership, and the rate of withdrawals has lessened perceptibly. 
If suspensions and insolvencies occur less frequently during 
the next year, we may by that time expect to reach the end of 
the period of decline in federal reserve bank membership. 

Cuar es S. TIPPETTS 


University oF Iowa 





THE LEIGHTON CO-OPERATIVE INDUSTRIES 


I 


[= rise of the Leighton Co-operative Industries has been 
meteoric, and there is romantic interest in the business 
career of their founder. John H. Leighton, starting life 
without formal education, has arrived in 1927 by various routes, 
at his present position as the head of industries representing a 
capital investment of $1,500,000. Ten years ago Mr. Leighton 
was bankrupt, in fact if not in law. After several years’ success- 
ful operation of a restaurant business in St. Louis and in Port- 
land, he transferred his investments to wholesale manufacture 
of ice cream and candy. Here he was as unsuccessful as he had 
previously been successful, and in 1916 he found himself with 
assets of $2,000 and liabilities of $8,000. Declining to clear him- 
self through the bankruptcy statutes, he called together his cred- 
itors and made them these alternative proposals. They might 
take the $2,000 and apply it to his debts, or, if they were willing, 
he would use the $2,000 to start again in business and would 
meet his obligations in full. The creditors accepted the second 
alternative, and with this $2,000 Mr. Leighton came to San 
Francisco in the fall of 1916. 

During the successive periods of his financial prosperity and 
failure, Mr. Leighton had turned over in his mind ways of mak- 
ing his business more stable and of harmonizing the interests of 
employer and employee, and had evolved a plan which he now 
determined to put into operation. With the original $2,000 in- 
creased by an additional $1,000 advanced by several employees, 
together with Mrs. Leighton, he opened a dairy lunch at a loca- 
tion where five preceding dairy lunch establishments had failed. 
After a few days of discouragement, business grew rapidly and 
profits swelled so that within ten months Mr. Leighton returned 
to Portland and paid his creditors in full with interest at 7 per 
cent. Since that time the Leighton Industries have grown to 
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thirty-seven units, mainly cafeterias, dairy lunches, coffee shops, 
and bakeries, but including also a tailor shop and:a laundry. 
These industries are located in San Francisco, Oakland, and 
Los Angeles. The original investment of $3,000 and the twenty 
employees have grown in ten years to $1,500,000 and 1,400 em- 
ployees. The monthly dividends of the Leighton Industries now 
average about 2 per cent, and particular units under favorable 
circumstances have paid dividends as high as 40 per cent per 
month.* 

The rapid growth of the Leighton Industries and the inter- 
esting co-operative plan which Mr. Leighton has developed 
have combined to attract attention to these industries, which 
advertise “‘g9 per cent of the stock of The Leighton Industries, 
Incorporated, is owned by the employees of the company, and 
they receive 99 per cent of the profit.” 


II 


The form of Leighton’s co-operation has passed through 
several modifications. Originally each unit was separately in- 
corporated. The employees were invited to participate in the 
venture as stockholders in the usual joint stock corporation. 
Rather soon, however, the form of organization was changed. 
The several corporations were dissolved, and the business of all 
the units was carried on in the name of Mr. Leighton, the em- 
ployee participation being provided for through loans to Mr. 
Leighton personally. These loans were dividend-bearing rather 
than interest-bearing. Each unit of the industries was kept on a 
separate accounting basis and dividends were paid from the 
profits of that unit. It was during this period that some of the 
units averaged the dividends of 20 per cent per month which are 
still the talk of business men and old employees who remember 
the halcyon days. At this period 95 per cent of the capital was 
advanced by the employees, or “co-workers,” as they were gen- 
erally called, and 95 per cent of the profits went to them as divi- 

* A Leighton Co-operative Dairy Lunch is operated by Mr. Leighton in Sac- 
ramento on a plan similar to the Leighton Industries, Inc., but separate from that 


company and not incorporated. It is averaging a return of about 5 per cent 
monthly, 
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dends. Employees were not compelled to invest, but they al- 
most invariably oversubscribed new loans. In order to spread 
investment as widely as possible among the employees who de- 
sired to invest, the loans were reapportioned every six months. 
When necessary, in order to provide for new investors, the larger 
loans were cut down. The amounts which individuals were per- 
mitted to invest were proportioned roughly to salary and length 
of service. Lenders were obliged to accept reductions of their 
loans at such times, and to accept repayment in full when they 
left Leighton’s employment. The loans were made for actual 
cash investment, and when repaid were paid at face value, not 
at a market value based upon their high earning capacity. New 
units were financed ky employees in established units, and after 
a reasonable period of time the employees in the newly estab- 
lished units were given the opportunity of buying out the old 
employees. , 

During this same period a bonus plan was put into opera- 
tion which paid in some units as high as 20 per cent of wages, 
or better, per month. This bunus was paid to all employees, 
whether stockholders or not, but was finally abandoned because 
the management felt that the workers came to regard it as just 
a part of their wages and not as arising from their own increased 
productivity. Another bonus plan, limited to stockhoiders, was 
discontinued in February, 1924, for the same reason. 

An attempt was also made in the tailor shop to extend the 
benefits of co-operation to patrons. Slips were given customers 
entitling them to dividends in proportion to the amount of their 
purchase, but such a small percentage of customers took the 
steps necessary to collect the dividend that the plan was dis- 
continued. 

In July, 1923, the Leighton Industries were incorporated 
with an authorized capital of $2,500,000, of which $1,500,000 
has been issued up to 1927. Several reasons were given for in- 
corporation: with the increased size of the business, the ad- 
vantages of corporate organization increased; liability* was lim- 


* This of course refers to Mr. Leighton’s liability, which was unlimited when 
the business was carried on as a personal venture. Under the preceding profit- 
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ited; both the public and employees understood corporate stock 
and corporate organization better than they had the carlier form 
of contract between Mr. Leighton and his investing employees. 
While the profit-sharing contract set forth relationships be- 
tween employees and Mr. Leighton satisfactorily, much confu- 
sion arose when outsiders came into possession of the profit- 
sharing receipts issued to employees upon signing the contract. 
This was obviated by incorporation, and by printing upon the 
share of stock itself, as full legal notice to any possessor, of the 
only conditions in accordance with which the stock may be held, 
transferred, or pledged. 

The resources and the profits of all units were pooled. Thus 
the stability of the industries was increased by a spreading of 
risks and gains, and the effects of a natural tendency of em- 
ployee-investors to choose the most profitable units for invest- 
ment, rather than the less profitable units, was counteracted. 
This fact, in addition to the passing of war and post-war pros- 
perity, and the growing competition in the food-serving indus- 
try, is responsible for the apparent decline in the dividend rate 
from the earlier staggering dividends of most favored units to 
the present still considerable figure of 2 per cent per month. A 
number of employees in the favored units, displeased by the 
drop of the dividend rate following pooling of units, quit their 
jobs. But while echoes of this protest still linger, particularly 
on the outside of the Industries, many of those who quit have re- 
turned to their employment, and one union official who left 
Leighton’s at that time stated to the writer, when questioned, 
that in so doing he had acted against his own interest. There 
remains, however, some feeling on the part of some of the man- 
agement that despite the greater stability of investment, there 
is not quite as much stimulus to efficiency as there used to be in 
the best-paying units before pooling. 


sharing agreement, liability of employees for losses in connection with the busi- 
ness was entirely eliminated for the legal purpose of avoiding any claim that a 
partnership existed. Incorporation imposed upon the employee-investors the usu- 
al limited liability of stockholders, which in California means liability for a share 
of the debts of the corporation proportionate to the amount of stock held. 
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In order to handle and guarantee the repurchase of stock of 
workers leaving the Leighton Industries, the Leighton Finance 
Corporation was formed. The stock of this latter corporation, 
amounting to $150,000, is held by Mr. Leighton and a group of 
employees who are chiefly directors and executives. This cor- 
poration assumes the obligation of immediate repurchase of 
stock from employees leaving the company (with proper provi- 
sions against a “run’’). For this service the Finance Corporation 
receives an annual fee from the Leighton Industries, graduated 
roughly to conform to the prosperity of the Industries. The arti- 
cles of incorporation of the Finance Corporation resemble those 
of the Industries described below. Mr. Leighton holds the vot- 
ing stock of the Finance Corporation, which amounts to 1 per 
cent of all stock. He also owns (July, 1927) approximately 28 
per cent of the non-voting stock. The Corporation has been pay- 
ing dividends slightly above the rate paid on the stock of the In- 
dustries. At no time in the history of either corporation has 
there been watering of stock of capitalizations, the charters of 
both corporations specifically requiring that all stock transac- 
tions shall be at par. 

At the present time the co-operative plan has this legal ba- 
sis: All of the issued preferred stock is held by employee 
stockholders. The common stock, of which there are only 25,- 
000 shares (15,000 issued), is held by Mr. Leighton. All shares 
have a par value of one dollar. The preferred stock is entitled to 
receive 1 per cent dividends, then the common, 1 per cent, and 
thereafter preferred and common participated equally per share 
in the profits. Thus it is that the Leighton Industries can adver- 
tise that employees own 99 per cent of the stock of the company 
and receive 99 per cent of the profits. 

While 99 per cent of the stock is in the hands of employees, 
it is only the 1 per cent of common stock which carries the vot- 
ing power. This is of course concentrated in the hands of one 
man in the interest of centralized management. Only in case the 
holders of the preferred stock fail to receive 7 per cent on the 
par value of their respective holdings for a continuous period of 
eighteen months do they have the right to vote at stockholders’ 
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meetings, and this right continues until dividends aggregating 7 
per cent have been paid. This concentration of voting control 
in the hands of one manager with the wide diffusion among em- 
ployees of 99 per cent of the stock and dividends is the essence 
of the Leighton Co-operative Plan. 

Quotas of stock are apportioned roughly according to sal- 
ary and length of service of the employees, and these quotas may 
be reapportioned from time to time to admit new investors. 
Every month certain days are set aside as investment days and 
advertised on the bulletin boards of each unit. Anyone who has 
been continuously employed fifteen days may purchase stock, 
the minimum limit being twenty-five dollars, and the maximum 
depending upon the amount available. In practically every in- 
stance the available stock has been oversubscribed, often very 
heavily. For example, in September, 1926, forty-five different 
employees deposited $61,359 for cash investment, whereas the 
stock available amounted to only $5,450. Naturally, many em- 
ployees, especially at first, do not have available funds of their 
own. Frequently these employees will borrow money from friends 
and split the dividends with the latter. This of course lets some 
of the high dividends flow into pockets of other than employees. 
Some banks, moreover, where satisfied as to the reliability of the 
applicant, and where the amount does not exceed a few hundred 
dollars, sometimes even $1,000 or $1,500, will go so far as to lend 
the full amount of an employee’s investment in Leighton stock 
at the prevailing rate of interest, the loan to be repaid in ten to 
twelve months. This is all the more remarkable because the 
Leighton stock is non-negotiable. Employees leaving the Leigh- 
ton Industries are obligated to return their stock and the Indus- 
tries are obligated to repurchase at par. In the case of death of 
an employee, the widow is permitted to retain the stock and to 
receive dividends for the period of six months, at the end of 
which time the stock must be returned to be purchased by the 
Industries at par. 

As a protection to employee-stockholders, the articles of in- 
corporation stipulate that the corporation cannot dispose of all 
or a substantial portion of its assets unless at least 90 per cent 
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of its issued preferred stock is outstanding among its employees. 
Furthermore, all charges which may be deducted from gross re- 
ceipts are specifically enumerated in the charter. The remaining 
net profits must be distributed as dividends monthly, quarterly, 
or annually as the board of directors may determine. As a matter 
of further protection and interest to stockholders, each monthly 
dividend notice carries the following statement: “Any employee- 
stockholder who is interested in the details of the month’s busi- 
ness is invited to come to the office, personally to inspect the re- 
port for the month, or to make such other inquiries as may be 
desired.” 

No individual salaries paid by the corporation may exceed 
§ per cent of the previous year’s net profits of the corporation. 
At the present rate of dividends, this means a maximum of about 
$18,000. 

An interesting provision in the charter is the one authoriz- 
ing the board of directors to levy fines upon stockholders. This 
disciplinary action is limited to cases of failure “to report for 
duty or to work, unless actually prevented from so doing by 
bona fide incapacity or disability, of which the board of direc- 
tors shall be the sole judge.” Fines may not exceed the dividends 
due such stockholders for the time for which they are adjudged 
delinquent. In practice, these fines have been levied upon stock- 
holders who overstay their annual two weeks’ vacation without 
adequate cause. 

By another provision in the corporation charter reserving 
to the corporation the right to purchase preferred stock at par 
at any time from anyone other than an employee who has ac- 
quired it, the co-operative plan is protected against participa- 
tion by outsiders, who otherwise might displace active employees 
as stockholders.* 

The preservation of the co-operative plan is further assured 
by requiring that holders of common stock (at present Mr. 


* Since California does not permit non-voting stock, nor allow a corporation 
to deal in its own shares, and since these devices are essential to the adaptation of 
Leighton’s co-operation to corporate organization, the charter was secured in Del- 
aware. 
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Leighton) may not sell without first offering to sell at par to the 
corporation. The corporation, should it purchase the voting 
stock, as it almost certainly would, is in turn bound to sell these 
shares at par within thirty days to a person or corporation des- 
ignated by a majority of the entire board of directors. 

In the event of Mr. Leighton’s death, his heirs are bound by 
the previous provision. In case the heirs do not sell the voting 
stock, Mr. Leighton’s will provides (as was expressly stipulated 
in an earlier profit-sharing contract) for a board of governors, 
as trustees for the heirs, to operate the Industries. 

In each unit there is an advisory board elected by and from 
among the employee-stockholders of that unit. These boards re- 
view appeals from discharged employee-stockholders. Final re- 
view lies with the board of directors. In every case up to the 
present time the advisory boards have sustained the manage- 
ment. In some cases they have recommended that another 
chance be given the discharged employee, which has always 
been conceded by the management. Matters of management af- 
fecting economy and efficiency are also proper subjects for con- 
sideration by the advisory boards when referred to them by the 
management, 

III 


The essence of Leighton co-operation is to be found in the 
combination of one-man management with wide distribution of 
stock and profits solely among employees. This plan permits of 
a high degree of financial co-operation of employees with man- 
agement without in any way shifting control of the business. 
Many advantages are claimed for this system of co-operation. 
It is argued on the basis of Leighton experience that employees 
who are stockholders are more efficient. Mr. Leighton stated in 
1920 that under his co-operative plan sixty-five employees were 
doing the work of one hundred under the usual employer-em- 
ployee relationship. It is further claimed that a better class of 
employees is secured, who, when their interest is aroused through 
stock purchase, waste less food, occasion less breakage, pay 
greater attention to detail, and give better service to the public. 
In the case of a few, the reverse effect seems to be produced. 
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Becoming an owner in the business goes to their heads and they 
must indicate their importance to the public by giving less cour- 
teous service. But these cases, to repeat, are few. Illustrating 
the attitude of the typical employee-stockholder, the following 
instance is related of an old worker overheard instructing a new 
one in buttering toast. ‘““You must put on just the right amount 
of butter. If you don’t put on enough, the customer is dissatis- 
fied and doesn’t come again, and that means no profits; and if 
you put on too much, that means no profits for us, too.” The 
employment manager estimates that the labor turnover of the 
Leighton food-serving industries is 40 per cent below other in- 
dustries of the same sort. 

On the whole, these claims for Leighton co-operation seem 
to be supported by Leighton experience. The financial signifi- 
cance of the employee economies will of course vary somewhat 
from business to business. In a food-serving business they are 
very important. 

In addition to the specific economic advantages of co-operz- 
tion, certain general advantages are claimed to flow from the 
plan. The material increase in monthly income to stockholding 
employees lifts them out of the lower-paid working-class group, 
and raises them in income and viewpoint to the level of the 
smali-business group. By the promotion of industrial harmony 
between employer and employee, social stability is increased. 
By the wide distribution of profits, prosperity is spread through 
the community. Co-operation preserves individual initiative. It 
is held, if sincerely applied, to be a panacea applicable to all 
businesses. Leighton’s Magazine stated in July, 1920: “There 
is no doubt about it. The answer to the capital-labor problem 
has been found.” And again in 1923: “I am urging the universal 
practice of that rule of conduct laid down by the Carpenter’s 
Son as the one sovereign panacea for industrial ills.”” The public 
is urged to patronize the Leighton Industries by the following 
slogan: “gg per cent of the stock of the Leighton Industries, 
Inc., is owned by the employees of the company, and they re- 
ceive 99 per cent of the profit. Consequently, when you patron- 
ize Leighton Industries you are helping to spread prosperity and 
thus build up the individual and the community.” 
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The Leighton Industries employ union help practically 
throughout, and pay union wages or better. Mr. Leighton’s at- 
titude toward labor unions is in part expressed by this state- 
ment: “It is useless to find fault with either the labor unions or 
the employer unions for doing what they do, for they are doing 
just what they were intended to do, and as they are now consti- 
tuted they cannot do anything else. What needs to be changed 
is the spirit back of them.” To this statement of Mr. Leighton 
should be added the statement of a union official: “Mr. Leigh- 
ton came to us in 1916, while we were in the midst of a losing 
strike, and asked our co-operation in opening up a union busi- 
ness. Naturally we feel friendly to the Leighton Industries.” 

In talking with officers and members of the various unions 
whose members work in the Leighton Industries, the writer 
found differences in attitude corresponding somewhat to differ- 
ences in skill and economic power. The least skilled workers, 
while gratified that union help was employed, seemed to feel 
rather strongly the fact that Leighton’s maintains its own em- 
ployment bureau in preference to hiring through the union office. 
Some officials of this union expressed the view that this intro- 
duced new workers to the trade who were willing to accept a 
working pace which older union men would refuse. An official 
of another union also voiced objection to the employment office, 
though with less bitterness, and without reference to speed of 
work. The most powerful union has secured an arrangement by 
which its members are employed through the union office, or, if 
employed through Leighton’s office, an O.K. must be at once 
secured from the union office. The position taken by the man- 
agement is that not enough good help can be secured through 
the majority of the union offices; that, even though given the 
right to reject men and women sent by the union, it frequently 
happens that not enough of the better class of workers are found 
in the union halls to justify sole reliance upon that channel of 
employment. 

The only union complaint which the writer discovered, be- 
sides failure to use union employment offices, came also from the 
workers of least skill, and was to the effect that some of the men 
were speeded up excessively. The writer interviewed many per- 
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sons employed in Leighton’s and other similar industries, but 
found only one case where there seemed to be justification for 
criticism of the speed of work, and this worker was earning $28 
per week and meals, which is above the average. Varied responses 
were received to questions concerning the rate of work. The 
statement was frequently made by Leighton employees that 
while they worked steadily they worked no harder than in simi- 
lar pos‘tions elsewhere. Frequently it was stated that while they 
worked harder, they received more, and were therefore glad to 
work harder. Among employees of other cafeterias, when asked 
about Leighton’s, it was frequently stated that they preferred 
their own position because one had to work harder at Leighton’s, 
and they preferred a little less money and the more leisurely 
pace. Almost always they said that Leighton’s had the reputa- 
tion of being a good place to work. In one case a bus boy in an- 
other cafeteria said, ‘‘Bus boys don’t work so hard at Leighton’s 
as we do here, for they have trucks to carry out their dishes 
while we must carry trays.” 

The management states that it wishes to avoid stimulation 
to excessive speed, and that when employees have made com- 
plaints, they have usually been found to be suffering from phys- 
ical disability and have been transferred to lighter work. 

It is difficult for an observer to ascertain the exact truth of 
the situation without making time studies. In addition, there 
are so many different units and classes of work that any gen- 
eralization would be dangerous. The comments which have al- 
ready been set down probably reflect fairly well the general 
state of affairs. 

Some light upon Leighton’s co-operation is to be gained by 
a detailed examination of the successes and failures of the Leigh- 
ton Industries themselves. While their ten-year existence has 
on the whole been one of astounding expansion, there have also 
been unprofitable ventures. 1923, for example, was a year in 
which no new units were added and three units were closed. A 
fourth unit, insurance, was transferred during that year from 
the corporation to Mr. Leighton as an individual. A brokerage 
business in food products and a marketing and rural exchange 
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business have been closed as unprofitable. An expensively fitted 
out market was sold on account of difficulties of management. 
The large number of different departments, the many details, 
the difficulty of securing competent personnel, made this an un- 
profitable venture for the Leighton Industries. A specialty food 
shop and a high-class restaurant were successively opened and 
closed at the same location. A cannery was closed in 1923 after 
two years’ operation. The Leighton Industries themselves use 
only some of the grades of fruit canned, and it was found diffi- 
cult to sell other grades on an already glutted market. An eating 
house, operated successively at two locations in the employ- 
ment-office district of San Francisco, closed after three years’ 
operation because of the highly seasonal character of its pa- 
tronage. Two bakeries in Los Angeles were closed after one 
month’s and seven months’ operation, respectively, because of 
poor location. The tailor shop operated by the Leighton Indus- 
tries is a very small unit and shows a small profit. The laundry 
shows a good profit. A large part of the laundry business, of 
course, is supplied by the Leighton Industries themselves, but 
the laundry also caters to a large outside trade. A printing shop, 
operated from 1920 to 1927, was not satisfactory. While at 
times dividends were paid, the unsatisfactory condition of the 
business is perhaps best indicated by the fact that the printing 
press averaged a new manager for each of the six years of its ex- 
istence, and in February, 1927, was sold. 

A review of the unprofitable as well as the profitable Leigh- 
ton ventures indicates that the co-operative plan does not of 
itself guarantee success in any business undertaking. The great- 
est successes of the Leighton Industries have been in the food- 
serving industries, in which Mr. Leighton’s managerial ability 
is greatest. The brokerage business, the cannery, the printing 
press, the tailor shop, have been either unprofitable or only 
slightly profitable. In some of these, notably the printing busi- 
ness, the réle of financial management—cost-accounting and 
competitive bidding—looms large. Here the Leighton manage- 
ment has been found less successful, or at least unable to man- 
age these ventures successfully at the same time that it conducts 
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a huge food-serving business. The number of dairy lunches and 
bakeries closed indicates flexibility on the part of the manage- 
ment, rather than inability, as is evidenced by the very great 
success of the vast majority of dairy lunches and bakeries which 
it operates. Indeed, the Leighton management itself, while it 
puts forward its plan as a panacea, is the first to recognize that 
the plan cannot succeed without efficient management. That is 
the reason for the retention of control of voting stock in the 
hands of one man. The additional requisite to the success of the 
plan is the actual amount of co-operation which it evokes from 
the employees. As Mr. Leighton states, “The success of the plan 
did not depend upon the ‘system,’ but upon the spirit in which 
the system was put into effect. That is the most difficult thing 
we encounter in our work: to get the employees to understand 
that fact. Owning stock in a company, or any of the numerous 
profit-sharing plans, is absolutely inert and powerless to do any- 
thing whatever in itself. The motive power lies entirely in the 
spirit with which the plan is applied.” 

The Leighton co-operative plan is of course not industrial 
democracy. Mr. Leighton controls all of the voting stock. He 
holds that, whatever conditions may obtain elsewhere, in the 
food-serving industry the large proportion of floating workers 
necessitates concentrated management. On the part of the trade- 
unionists not employed in the Leighton Industries, the purchase 
of non-voting stock arouses considerable criticism. Indeed, Pro- 
fessor Ripley, of Harvard, agrees with this skepticism and ad- 
vises generally against the purchase of non-voting stock.* On 
the part of the Leighton employees themselves, there is appar- 
ently no concern whatever over the matter. 

Although voting power is concentrated, financial participa- 
tion is widely diffused. Ninety-nine per cent of the financial par- 

*Of course Professor Ripley’s principal attack on non-voting stock was 
launched against promoters who purchased a corporation, recouped themselves 
fully by selling non-voting, limited-dividend stock to the public, and retained 
complete control and right to surplus earnings for themselves. In the Leighton 
Industries neither the public nor questionable financing are involved. The device 


of non-voting stock merely continues under the corporate form of organization 
what was already the practice in these industries before incorporation. 
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ticipation comes from employees, which is the highest percent- 
age of such participation known to the writer. About 50 per 
cent of the employees are stockholders. This percentage of 
employee-investors is of course exceeded in a number of com- 
panies. 

Executives and managers of units together own (July, 1927) 
almost exactly one-eighth of the preferred stock. The balance is 
owned by workers (including assistant managers). The average 
holding of unit managers is $6,233. The average holding of ex- 
ecutives is considerably less. 

The accompanying tables (Tables I, II, III) show the dis- 
tribution of investors and investment in three units located in 
San Francisco and Oakland. They include 24 per cent of the 
employee-investment in the entire Leighton industries, and about 
the same percentage of the total number of employee-investors. 
If we may assume as typical, which seems reasonable, the dis- 
tribution of investors and investments in these tables, then 71 
per cent of the investors receive more than $10 per month as 
dividends at the present average rate of 2 per cent per month 
(100 per cent, minus 29 per cent who invested $500 or less; 2 
per cent of $500 is $10); 57.4 per cent receive more than $20 
per month; 45.2 per cent receive more than $30 per month; 29.7 
per cent receive more than $50 per month; and 18.1 per cent re- 
ceive more than $80 per month. These dividends, even the smal- 
ler amounts, constitute substantial additions to wages. 

To some of the less provident workers, even monthly 2 per 
cent dividends hold no great appeal. As one non-employee said, 
“Tf I want to increase my income $4 a month at Leighton’s, I 
must invest $200. But I can go to almost any dairy lunch man- 
ager, and if I do my work well and always report regularly and 
promptly for duty, I can probably induce the manager to pay me 
$4 a month above the going rate.” To such persons as these, of 
course, co-operation has no particular appeal. It is also true, 
however, that a great many improvident persons have devel- 
oped a sense of thrift after employment in the Leighton In- 
dustries. 

Table I shows the number and percentage of investors in 
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each group, classified according to the size of the individual’s 
investment. Table II shows amount and percentage invested by 
each group; and Table III makes possible at a glance compari- 


TABLE I 


NUMBER OF EMPLOYEE-INVESTORS IN THREE UNITS OF THE LEIGHTON 
INDUSTRIES, CLASSIFIED ACCORDING TO SIZE OF INVESTMENT 
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* Only one investor in these three units invested more than $9,000. 


TABLE II 


AmouNTS INVESTED BY EMPLOYEE-INVESTORS OF THREE UNITS OF 
THE LEIGHTON INDUSTRIES, CLASSIFIED ACCORDING 
TO S1zE OF INVESTMENT 

















Size of Individual Number of Am Total of ° Cc lati 
t umulativ 

“Investment | Investors | Invested | Percentage | Amount | Percentage 
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$ 100-$ 500.... 45 $ 10,660 3.0 $ 10,660 3.0 
5OI— 1,000.... 21 18,274 5.1 28,034 8.1 
I,OOI— 1,500.... 19 25,460 9.2 54,304 15.2 
I,5O0I— 2,000.... 15 26,666 7.4 81,060 22.6 
2,00I— 2,500.... 9 20,878 5.8 101,938 28.4 
2,50I— 3,000.... 4 10,648 3.0 112,586 31.4 
3,00I— 3,500.... 8 26,262 ?.2 138,848 38.7 
3,5OI— 4,000.... 6 22,742 6.3 161,590 45.0 
Above $4,000*. .. 28 197, 785 55.0 3595375 100.0 
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* Only one investor in these three units invested more than $9,000. 


son of percentages of investors with percentages of investment. 
It will be noted that the bulk of the investment comes from the 
minority of investors, whose individual investments do not ex- 
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ceed, say, $2,500. Thus it is evident that 70.3 per cent of the 
investors supply 28.4 per cent of the capital, and by the same 
token receive 28.4 per cent of the dividends. Conversely, 29.7 
per cent of the investors supply 71.6 per cent of the capital. The 
group of investors with investments of $500 or less, constituting 
29 per cent of the total number of investors, supply only 3 per 
cent of the capital. The reader may make other similar com- 
parisons by referring to the tables. 


TABLE III 


SUMMARY OF PERCENTAGES OF EMPLOYEE-INVESTORS AND INVESTMENTS 
OF THREE UNITS OF THE LEIGHTON INDUSTRIES, CLASSIFIED 
ACCORDING TO SIZE OF INVESTMENT 














Cumulative Cumulative 

Size of Individual Investment nn a ory — of yy 
S TO0-B $00. 6.0 e ss 29.0 3.0 29.0 3.0 
GOT 1400 ....00005% 13.5 5.1 42.6 8.1 
ZOE” E800 ...0..0000% 12.2 *.4 54.8 45.9 
ESOT O,00D. .0.0005.00% 9.7 7.4 64.5 22.6 
SGOE= 9,900. 2.000000 5.8 5.8 70.3 28.4 
2,GOT— $,000.....00000 2.6 3.0 72.8 31.4 
SAOP™ B.O0O. 6 000:0006. 5.2 7.3 78.0 38.7 
S.EOE” 4000.06.00 3.9 6.3 81.9 45.0 
Above $4,000%......... 18.1 55.0 100.0 100.0 

WSs Lhe he teeeee 100.0 POD 9 Bib cbeks cdc veda seen ction 

















* Only one investor in these three units invested more than $9,000. 


There is no doubt that the vast majority of the Leighton 
employees are loyal and well satisfied with their employment 
and with the co-operative plan. The most illuminating com- 
ments which the writer has heard on this point came from two 
skeptical union officials. One said, “While I am skeptical of 
Leighton’s co-operation as a soiution for the economic ills of 
society, I am obliged to admit that for those within the system 
it is a solution.” And the other official, not too friendly to the 
plan, made this statement: “Those of our members who work 
for the Leighton Industries like their employment and think the 
co-operative plan is a fine thing. Many of our members who do 
not work there think that the Leighton employees are suckers.” 
A study of the Leighton Industries indicates that the plan 
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has clearly been successful in promoting harmonious relations 
between employer and employee, has stimulated efficiency, and 
has materially increased personal incomes of stockholding work- 
ers. On the controverted questions of industrial control, there 
will be sharp divergence of opinion depending upon the beliefs 
of the observer. To the conservative business man, skeptical of 
employees’ ability to manage, but sincerely desirous of sharing 
profits on the basis of investment, it will commend itself. To the 
ardent believer in democratic control of industry, the plan will 
appear pitifully inadequate, even a delusion, so long as voting 
power is held in the hands of one man. 

The Leighton plan moves farther along the road of employee 
participation in investment and profits than do the better-known 
employee stock-participation plans. And it must be recognized 
that even in the large corporations which sell voting stock to 
their employees, up to the present time the right to vote has 
been of no actual importance to employee stockholders, however 
important that right may be potentially and theoretically.° Leigh- 
ton’s co-operation is one of those plans which are effectively ty- 


ing together the economic interest and the viewpoint of employ- 
er and employee in the same industry. Those who do not desire 
this result will not look with favor upon Leighton’s co-opera- 
tion. Those who do will find the Leighton co-operative plan 
highly suggestive. 


Paut S. TAyLor 
UNIVERSITY OF CALIFORNIA 
* An exception to this is the Philadelphia Rapid Transit Company, whose 


employee-stockholders have used their voting power to retain President Mitten 
in office against opposition. 





INTERNATIONAL ASPECTS OF THE EUROPEAN 
COAL CRISIS IN 1926+ 


opposite extremes of overproduction and underproduction. 

Before the British stoppage on May 1 the situation was 
characterized by congested markets, accumulated stocks which 
clogged the wheels of commerce, by consequent general depres- 
sion, closing of mines, and dismissal of miners. By November 1, 
on the contrary, thanks to the tragic deadlock in Britain, the 
coal feast had been turned into coal famine in some regions and 
coal hunger in all. 

The British loss of 150,000,000 working days, estimated on 
a 1925 basis, seemed likely to provoke a gross deficit in the world 
of possibly 117,000,000 tons. However, so far had the power of 
production outgrown the normal power of consumption that 
eventually by December 31 the American Continent had been 
able to increase its total fuel output by 73,400,000 tons, or 13.5 
per cent, while the continent of Europe had raised its extraction 
of anthracite by 36,800,000 tons, or 12.6 per cent. Nevertheless, 
during the autumn the disruption of the regular system of sup- 
ply was a serious menace to the industrial life of several coun- 
tries besides England. 

Even in Germany the inland districts were becoming alarmed 
lest they be sacrificed to the foreign demand. After November 1 
all exports from France and Beigium were forbidden and meas- 
ures were being discussed for the limitation of fuel consumption. 
Toward the end of October the coal shortage in Austria was pro- 
nounced dangerous, and Denmark was officially rationed. Po- 
land had exported so rashly that she was obliged to import from 
Czechoslovakia. Everywhere precautions were taken against the 
threatening penury of fuel. Nevertheless it appeared evident 


|: 1926 the European coal industry found itself in turn in the 


* This article was originally written December, 1926, and was slightly re- 
vised in September, 1927. 
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that with the return of the British miners to the pits there would 
begin a steady if slow reversion to the condition of overproduc- 
tion which had become chronic since 1924 and which would even 
have been attained in 1923 except for the occupation of the 
Ruhr. 

The positive causes of this world-wide crisis included over- 
development of European coal mines during the war and the 
boom period which ensued, the opening up in Central Europe of 
extensive fields of lignite (although the world’s lignite furnishes 
only about 3 per cent of the calorific value of the world’s coal), 
the stimulation of fuel production in the Orient and in the South- 
ern Hemisphere by the partial and temporary isolation of these 
quarters of the globe from their usual sources of supply, the 
progress accomplished in the scientific and economic use of coal, 
and the notable growth in the competitive value of hydro-electric 
power and of petrol. The heat-and-power balance of the world 
in 1926 is said to assign 9 per cent to the credit of water, 7 per 
cent to liquid combustibles, 61 per cent to black and brown coal, 
and the remainder to wood and wind. 

There are also negative causes of the coal crisis. Chief among 
them is acute underconsumption due to general commercial and 
industrial depression in Europe, and particularly to stagnation 
in the iron industry, which early in 1926 was averaging only 78 
per cent of its pre-war activity. Though world-commerce in 
1925 was about 5 per cent greater than in 1913, European com- 
merce remained ro per cent below its pre-war level. Owing to the 
consequent weakness in home demand, Europe produced only 
47.1 per cent of the world’s coal and lignite in 1925 as compared 
with 50.9 per cent in 1913. Yet even this reduced percentage in- 
volved an embarrassing surplus. 

Indeed, throughout 1925 and up to May, 1926, a national 
crisis existed in every European coal-exporting country. The ef- 
forts of each competitor to get rid of its surplus stocks resulted 
in an international “coal war.” In each country the government 
felt bound to come to the aid of its own struggling industry with 
subsidies or export bounties, tax exemptions, reduced freight 
rates, protective tariffs, or even state purchase at high figures. 
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The play of “stimulus and reaction” across all the frontiers af- 
fected by the coal war was rapid and continuous. It was a “vi- 
cious circle,” inclosing not only the principal antagonists, Great 
Britain, Germany, Poland, and Czechoslovakia, but also their 
importing neighbors, such as Austria, Jugoslavia, Rumania, Bul- 
garia, Holland, Belgium, and Spain, whose feebler domestic in- 
dustries feared to be smothered under the in-rolling masses of 
cheaper combustibles. Only in France were the home mines tem- 
porarily protected from the worst effects of the Anglo-German 
price struggle on their soil by the steady fall of the franc and 
the accompanying expansion—artificial and ephemeral—of the 
French iron trade. Everywhere else the confusion was becoming 
worse confounded until we could find Polish coal—unnaturally 
deflected by a new German tariff-wall southward toward Czecho- 
slovakia, Rumania, Jugoslavia, and rebuffed there in turn—re- 
appearing in Baltic ports with the aid of a 50 per cent reduction 
in freight rates, and finally selling in Scandinavia at less than the 
home prices. This price slaughter was due to the presence in the 
same markets of German coal, some of which was selling at 59 
per cent below its proper level, and of British coal, which was 
striving, with the aid of a governmental subsidy, to hold its old 
customers. 

Such was the chaotic situation in the exporting nations most 
directly affected and most profoundly disturbed by the Euro- 
pean coal crisis, and such was the reaction of their rivalries on 
the importing group which I have depicted as composed of more 
or less passive spectators or sufferers. However, the European 
coal crisis did not concern Europe alone, and the second group 
may be extended to include South America and Canada, Japan, 
Australia, and India. Yet as the coal industries of these nations 
were not in the throes of the struggle, we shall refrain from dis- 
cussing them here, and pass immediately to the observation of a 
third group which held a grave menace for the near future. 

The third group is composed of nations whose exporting ac- 
tivities have hardly begun, but whose potentialities are tremen- 
dous and whose entrance into a renewed conflict would work 
havoc to the principals and, by repercussion, to all concerned. In 
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this distant array of coal giants with their passive pose but 
threatening mien we may first mention the youngest of them, 
South Africa, a fast-growing stripling, the victor in the coal war 
of the Indian Ocean, a mariner who has sailed with a broom at 
his masthead right up to Aden. Second comes a coal giant slowly 
awakening and capable one day of supplying half the world. 
China promises very soon to become the principal coal purveyor 
for the countries of the Pacific, with Shanghai as the price regu- 
lator for the whole Far East. Thirdly, we remark a mighty con- 
valescent whose significance in a future coal war remains doubt- 
ful and subjected to changes of government policy. However, if 
Russia’s potentialities are questionable, America’s are certain. 

In the words of Frank Hodges, the United States is “the 
greatest potential disturber of the market.” If America “were to 
throw only 5 per cent increase of coal into the export market she 
could upset Europe almost irretrievably.” According to Sir Rich- 
ard Redmayne, if her present equipment were kept employed 
twelve months in the year (instead of approximately seven), an 
annual surplus of 200,000,000 tons would result. Consequently 
if an American combine, for a complex of reasons, chose to dump 
coal on the world-market, the result would be immediately cat- 
astrophic to others, even though indirectly and in the long run 
disadvantageous to America herself. 

We have now recalled briefly the dominating factors of the 
situation as it appeared in April, 1926. The cessation of work in 
the mines of the United Kingdom completely altered the face of 
things for a period, and Britain’s coal rivals enjoyed without 
glee a prosperity which they recognized to be of short duration. 
Their industrial journals in majority expressed the opinion that 
when the British miners had got back to work and had relieved 
the fuel hunger of certain industries the second campaign of the 
world coal war would begin, almost imperceptibly at first but 
with steadily gathering momentum, from all sides at once, until, 
in the struggle for the recovery of old trade or the retention of 
new, markets would be glutted, stocks would accumulate, and 
mines would again be closing down or working at a loss. 
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Indeed, it seemed as if the ultimate and paradoxical resuit 
of the British stoppage might be an aggravated crisis through 
more ruinous overproduction. 

During the whole summer and autumn there had been fever- 
ish development of rival coal areas, much as occurred during the 
occupation of the Ruhr. In Germany the monthly output in- 
creased from 10,086,000 tons in April to 13,225,000 in October, 
while by November the Ruhr had temporarily re-engaged 42,000 
miners and was breaking all previous records. By December 31 
the national output had reached the remarkable figure of 145,- 
400,000 tons (or of 176,500,000 if the lignite be added and ex- 
pressed in terms of coal), a figure to be compared with 132,- 
700,000 for 1925 and with 140,800,000 for 1913 within the same 
area. 

In Poland general unemployment sank to 233,164 on Sep- 
tember 18 and to 211,328 on October 2, thanks to the renewed 
activity in the mining and allied industries. Meanwhile the 
monthly output rose from 2,182,000 tons in April to 3,781,000 
in September, after which it sank slightly to 3,599,000 in De- 
cember. Of the total output, only 600,000 tons had appeared as 
exports before May, while in September this figure had risen to 
2,000,000. So much Polish coal went forth to capture new mar- 
kets in Baltic states, in Italy, and in Switzerland that Czecho- 
slovak coal had to be called in to help satisfy domestic require- 
ments. 

The mines of Czechoslovakia increased their coal exports 
156 per cent between July and September, after raising their 
total production 30 per cent from July to August. By December 
31 their extraction had totaled 22,700,000 tons, including lignite 
reduced to terms of anthracite. 

In Belgium by September 1 the warehouse stocks had sunk 
to 178,020 tons, which was practically one-tenth of their amount 
on the same date of 1925, while by actively developing the new 
collieries in the Limbourg and intensifying effort in old collieries 
elsewhere, the national industry managed to increase its output 
from 23,000,000 tons in 1925 to 25,319,570 in 1926 and to re- 
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duce its excess of imports over exports to 4,000,000. This re- 
newed vigor in the coal industry played a part in the successful 
stabilization of Belgian currency. 

Proportionately, more sensational advance was effected by 
Holland which, reaching only 1,900,000 tons in 1913, attained 
7,100,000 in 1925 and 8,900,000 in 1926. 

In France (including the Saar) production rose from 4,997,- 
000 tons in May to 5,573,000 in July. Excluding the Saar, France 
produced 52,478,000 tons in 1926 as against 48,034,000 in 1925 
and 40,844,000 in 1913. 

In October even the Spanish coal fields presented a “picture 
of almost unparalleled prosperity,” and hoped to Lold some of 
their new-won markets. 

In Russia, owing to successful rationalization as well as to 
the British stoppage, production in 1926 increased nearly 50 per 
cent and totaled 25,000,000 tons. 

As the United States produces nearly half the world’s coal, 
it was not surprising that its bituminous output rose to approxi- 
mately 578,290,000 tons, an increase of 58,000,000 over 1925, 
while at the same time its anthracite production rose from 62,- 
000,000 to 90,000,000. However, this involved only a slight ef- 
fort: America’s weekly coal consumption is about 8,500,000 
tons, while her capacity production would total nearly 18,500,- 
ooo. In 1926 her exports (57,500,000) went one-sixth to Britain 
and the rest to former British markets in South America and 
the Mediterranean. The remainder of her surplus appeared as 
stocks piling up dizzily to 49,400,000 tons early in December. 

It was the sight of this greatly increased productivity of the 
rivals of Britain’s coal fields chat made all observers toward the 
close of 1926 feel that when the British mines got once again well 
under way, overproduction would threaten a crisis more alarm- 
ing than ever before. 

The increased severity of the struggle would be due in part 
to the fact that Britain’s competitors had cautiously guaranteed 
themselves as far as possible against immediate expulsion from 
their newly conquered markets by insisting on long-term con- 
tracts, some of which might well prove renewable. Around this 
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category of customers the British export trade’s struggle for life 
would be waged with especial bitterness. 

The contemporaneous expansion of the German and French 
iron trade at the expense of the British, starved into passivity by 
the coal dispute, seemed likely to handicap still further the Brit- 
ish coal industry in its fight to regain its old positions, inasmuch 
as the metallurgical establishments are relatively to their size the 
greatest consumers of coal, and are certain to favor their own na- 
tional fuel industries as far as is economically practicable. If 
British metallurgy remained outside the recent continental mer- 
ger, its recovery would appareutly be retarded still further. 

Taking the situation as a whole, the outlook for 1927 ap- 
peared disquieting unless some new feature of promise were de- 
scried in the distance. 

One slight element of hope was held to reside in the ameliora- 
tion of the British export trade which would come with the final 
stabilization of European exchanges; but too much improvement 
could not be expected on this score, since stabilization implied re- 
trenchment in certain coal-consuming industries, general stabil- 
ization would still leave Europe poor, and Britain’s only serious 
rival, Germany, had long been on a gold basis anyway. 

Another hope lay in Europe’s general economic recovery; 
but this recovery presupposed the enlargement of markets and 
the liberation of industrial energy through the lowering of tariff 
barriers, and this in turn could be begun only after the complete 
stabilization of currencies. All this would take years, while the 
recurrence of the coal crisis was a question of months. Clearly 
the European coal industry had to work out its own salvation. 


SOLUTIONS 


One ineluctable aspect of the complex problem appeared to 
be the unpleasant truth that, especially in the United Kingdom, 
there were too many mines and too many miners. Any program 
of reform which Britain and certain other nations might even- 
tually adopt would need to include the systematic closing of “un- 
intelligent” pits and the transfer of mine workers to other em- 
ployments somewhere, somehow. 
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During 1925-26 in several continental countries various so- 
lutions had been proposed and essayed. While governments were 
succoring their national industries with subventions, bounties, 
and tariff protection, the coal organizations themselves were 
striving with might and main to remedy the evils from which 
they were suffering. In Germany the whole fuel industry was 
“rationalized” or reorganized on strictly scientific lines. Legal 
control was concentrated in the hands of eleven district syndi- 
cates which in turn were centralized in the great Reichskohl- 
enverband supervised by a national council representing the 
owners, the consumers, and the workers. By means of this for- 
midable economic instrument standardization of machinery was 
effected, uneconomic mines were largely abandoned, 90,000 
workers (chiefly the aged or less fit) were dismissed before 
May, 1926, in the Ruhr alone and transferred to other occupa- 
tions elsewhere with the aid of the state. One result was the ulti- 
mate increase of output per manshift to 5.5 per cent above that 
of 1913. Yet all this had not prevented the English coal subsidy, 
in the words of the German commission of March, 1926, from 
“pressing heavily on the Ruhr,” or the Ruhr stocks from piling 
up disastrously to 9,500,000 tons. Poland likewise had syndi- 
cated, centralized, rationalized, and mechanized her national 
coal fields on the German model and immensely increased their 
efficiency from the standpoint of international competition, but 
without in any sense restoring their prosperity before the British 
stoppage. 

Spain had adopted the same pattern; Czechoslovakia was 
following suit; Russia had energetically applied a similarly dras- 
tic program. What was the net result in the spring of 1926? Ac- 
cording to the German commission the final effect was “‘intensi- 
fied competition . . . . which exercises a very marked pressure 
on prices” and results in “a congestion in production.” 

From all this it is clear that the most vigorous applications of 
purely national remedies attempted up to May, 1926, bore no 
visible fruit other than the intensification of the international 
crisis, inasmuch as the solutions advocated or tried by coal own- 
ers, technical experts, and governments had been concerned al- 
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most exclusively with the intensification of production and the 
speeding up of the machinery of the national industry in order to 
compete more effectively with foreign rivals in the markets of 
the world. Yet the operation of the principle of stimulus and re- 
action remained constant across all the coal frontiers. Every 
move, whether political, economic, or technical, that was at- 
tempted by one nation produced almost immediately a reaction 
equal if not opposite among its rivals. The net result was irri- 
tated feelings and glutted markets. A few outstanding individ- 
uals and several miners’ organizations were alive to the ominous 
trend of events and to the urgent necessity for a study of inter- 
national rather than national solutions. Nevertheless, although 
there could be no doubt as to the desirability of some manner of 
international entente, yet there was great doubt as to the precise 
form it should take. The Franco-German potash agreement 
might be an encouragement, but it could not be a guide, since the 
potash question is relatively simple, while the coal question is 
infinitely complex. Again, iron is less complicated than coal, yet 
the important metallurgical merger of 1926 was not effected 
without great effort. However, as many of the best minds in Eu- 
ropean industry believed that some degree of international col- 
laboration in coal is possible and necessary, it is worth while to 
mention the principal schemes proposed. 

Most of the proffered remedies presupposed a reorganiza- 
tion of the British coal industry resulting in either a national 
sales-syndicate of the present owners or outright nationalization, 
as proposed by the Labor party. 

Given the prerequisite of a responsible, national coal execu- 
tive, the first plan which may be mentioned was that for a divi- 
sion of the world’s markets among the chief exporters on what is 
known as a “freight favorable” basis. Such a rigid system might 
appear arbitrary to the importing regions, and would frequently 
run counter to their industrial interests because of the great va- 
riety in the qualities of coal. Dissatisfied customers could easily 
thwart the terms of the exporters’ agreement by indirect means 
and subtle devices. 

A seemingly more flexible arrangement might be found in 
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a simple understanding as to export quotas. These quantities 
would be determined by an international committee of experts 
who would estimate the probable world demand for a given pe- 
riod. Difficulty would arise here again from the number of dif- 
ferent grades and qualities of coal, but a strong national syndi- 
cate could probably live up to its undertakings in this respect. 

In the opinion of some people there would be still greater 
suppleness in an all-inclusive periodic agreement as to the total 
national production of the principal competitors in the export 
trade. Each national syndicate might be more harassed by the 
opposing claims of its own component companies, but its agree- 
ment with foreigners would need to take cognizance only of total 
quantities and not of diverse qualities. 

A similar advantage could hardly be claimed for the Anglo- 
German price-fixing plan countenanced by many authorities, in- 
cluding the British Royal Commission. Even if a highly differ- 
entiated price schedule could be accepted and firmly applied by 
two national syndicates, the difficulty of maintaining it would 
probably increase in an almost geometrical progression as new 
partners came in. 

All these and most other plans could be seriously entertained 
only after the British industry had been as completely unified as 
the German. There remained one relatively modest project which 
might be attained under existing circumstances through inter- 
governmental agreements, and that was the standardization of 
hours of labor. In its report, issued early in 1926, the British 
Royal Commission had said: “If a common level of working 
hours, through the intervention of the Internationa! Labour Or- 
ganisation or otherwise, could be agreed upon, it might be ad- 
visable to accept it, even if it meant some small increase here to 
meet part way a decrease elsewhere.” 

It was evident that the decrease elsewhere would not take 
place spontaneously and without pressure. The British industry 
would need to have something to offer its rivals when it met them 
in conclave; it must have some leverage upon them. Were Brit- 
ish mines to begin working a 71-hour day (British reckoning), 
that would place them on a time-level of equality with European 
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mines working an 8-hour day (Continental reckoning). The 
British exportable surplus would be considerably increased in 
the extra half hour, and British export prices could be sensibly 
lowered. On the other hand, the new situation would threaten 
an overproduction and a glutting of world-markets more calam- 
itous than the crisis of the previous year, especially if European 
exporters were to envisage in their turn the possibility of an in- 
crease in hours. That would be the psychological moment for the 
British and German industries to come together under govern- 
mental auspices to attempt the standardization of working hours. 
By such action alone could they head off the ruinous struggle. 
Was it not conceivable that such a conference might adopt for a 
period of years a maximum day of 7% hours (British count)? 
applicable only in times of general industrial activity, and a min- 
imum day of 7 hours to be resorted to in times of depression, 
with a permanent committee of statistical experts to calculate 
the world’s needs for, let us say, the ensuing quarter, and an 
international coal council (representing governments, owners, 
miners, and consumers) to act on the advice of the experts and 
apply a sliding scale of hours between the minimum and maxi- 
tum? Suppose the length of the mining day were thus scientif- 
ically and authoritatively regulated, first as regards England 
and Germany, and later as regards the other great exporting na- 
tions, was it an exaggeration to suggest that the solution of the 
remaining problems of prices and wages would be thereby great- 
ly facilitated? 

Such were the “solutions” that men discussed before the 
crushing defeat of the British miners, resulting in longer hours 
and lower wages, had revived the “coal war” in all its intensity 
by inaugurating the “campaign of 1927.” 

Mack EASTMAN 

INTERNATIONAL LABOUR OFFICE, GENEVA 

? Or more probably of 8 hours (Continental count). Surely the Continental 


method is the more accurate. That British miner must have a happy disposition 
who considers “winding-time” a holiday! 





RISE AND DECLINE OF THE ONE BIG UNION 
IN CANADA 


The One Big Union sprang suddenly into prominence during 
the spring and summer of 1919 with its field of activities for the 
most part west of Lake Superior. It is avowedly a class move- 
ment based upon an expression of perpetual hostility to the 
“present system of production for profit”; and it is in favor of 
industrial and sectional unionism as opposed to organization by 
crafts. Its structure differs from that of the I1.W.W., which car- 
ried similar radical tenets into Canada some years earlier, in that 
its secondary units are on geographical rather than industrial 
lines; the idea being that by this means it could in time of a trial 
of strength close down all the industries at a given point and cut 
off the sources of profit to all the employers there at the same 
time. This, it is agreed, would work an immediate hardship upon 
the employers and would bring them to their knees in the short- 
est space of time.* 

The reliance of the O.B.U. is upon industrial rather than 
political action; and it wholly disavows any use of legislative 
lobbying for laws favorable to labor. Both in structure and in 
method, therefore, as well as in its basic attitude toward prop- 
erty in capital goods, it stands opposed to the main body of Ca- 
nadian unionism as represented by the internationals; and it is 
not surprising that from the beginning it required its units that 
were affiliated with these bodies to sever the connection. For a 
time the new organization made rapid inroads upon the estab- 
lished labor movement and threatened the supremacy of the 
Canada Trades and Labor Congress. But, deprived by the law 
of several of its leaders, with its chief weapon, the sympathetic 
strike, brought into disfavor and under legal condemnation after 
the great test at Winnipeg, and finally confronted with the steady 


* Cf. Kavanagh in Ninth Annual Report of British Columbia Federation of 
Labor, p. §2. 
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hostility of the international organizations, its success proved to 
be short lived. 


I, THE UNDERLYING POLITICAL AND ECONOMIC UNREST 


Before taking up the actual formation and launching of the 
new movement it will be well to get a picture of the mental atti- 
tude of labor in Western Canada in the period immediately pre- 
ceding. It is doubtless true that the organization itself was the 
product of a few minds working mainly from Vancouver and 
Winnipeg; but it is equally true that this half-dozen men could 
not have swung two conventions and pledged the delegates from 
four provinces to work for the breaking of old connections and 
the adoption of a new experiment had there not been a back- 
ground of discontent in a large element of the workers. These 
leaders themselves are loud in their disavowal of the charge that 
they seized an opportunity to carry through a radical program 
of their own invention, but claim rather that they were instru- 
ments of the time, being those most capable of appreciating the 
inadequacies of the old machinery and of proposing new meth- 
ods and a new organization expressive of the needs of the hour. 

To the writer it appears that the success of the O.B.U. in get- 
ting the grip that it did upon the laborers of Western Canada was 
due primarily to three factors, viz., leadership, foreign influ- 
ences, and unrest and dissatisfaction among the working classes. 

In the first place, then, it is necessary to take account of the 
presence of a radical band of men whose purposeful activities as 
a group date from a time shortly after the Quebec meeting of the 
Canada Trades Congress (1918), but who had been alive to the 
possibilities of change for some time previous. These leaders 
were not generally aliens, as has often been asserted, though 
doubtless they depended to some extent upon an alien following. 
They were for the most part men well known in Canadian labor 
circles before 1919, a majority in fact having represented their 
various organizations at the convention of the Trades Congress 
the year before. Several of them had an experience with labor 
organization in Great Britain before coming to Canada.” After 


*To mention some of the more prominent, R. B. Russell, at one time a 
member of the Amalgamated Society of Engineers of Glasgow, was at the time 
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the West had failed to carry its program at the Quebec congress 
this radical wing of the western workers got together for the 
bringing in of a new order; and by the time of the arrival of the 
conventions of March, 1919, they had sounded the possibilities 
of the situation and stood ready to carry through a definite 
program. 

The second factor was the magic worked by the first repre- 
sentations of the Russian experiment. Introduced upon a ground 
well worked by socialist orators, and stimulated to greater effec- 
tiveness by the government ban upon radical literature, the idea 
of the workers’ soviet took a great hold upon the laborers. Mass 
meetings in Winnipeg ended with cheers for the Russian Repub- 
lic. The “dictatorship of the proletariat,” it was pointed out at 
the convention of the British Columbia Federation, was in truth 
a form of government which gave adequate representation to all 
workers. In support, too, of the radical outlook were the declara- 
tions and activities of British labor at this time, as shown by the 
frequent reference in convention debates. 

The last factor to be named in this causal series was the atti- 
tude of disaffection with things as they were at the time in labor 
circles, and a general impatience with old methods. The dissatis- 
faction may be said to have asserted itself in two ways: first as a 
protest against what was held to be political oppression; second, 
as an attempt to improve industrial organization and method. 
These two matters will be taken up in turn. 

As a result of the passage of the Conscription Act in 1917, 
the internment of enemy aliens during the war, and, finally, the 
passage of certain “orders-in-council” by the Dominion govern- 


of our story the secretary of District No. 2 of the International Association of 
Machinists. R. J. Tallon was president of the same district, which embraced the 
railroad machinists of Canada. J. Kavanagh and W. A. Pritchard were members 
of the Longshoremen’s Association, both prominent in the Vancouver Trades and 
Labor Council and leading advocates of Socialism on the Coast. V. R. Midgley 
was secretary of the Vancouver Council; J. R. Knight was a longstanding mem- 
ber of the carpenters’ union; and R, J. Johns and J. Naylor were connected re- 
spectively with the machinists of Winnipeg and the United Mine Workers of 
Cumberland, British Columbia. This list will be sufficient to show the distribu- 
tion geographically and by trade of the men most prominent in the organization 
of the O.B.U. 
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ment banning what was called objectionable literature and for- 
eign organizations and requiring the arrest of persons belonging 
to the latter or in possession of such literature, there were held in 
confinement in Western Canada many aliens, conscientious ob- 
jectors, and other classes of political prisoners. The matter was 
a sore point with a considerable section of labor. Naturally, a 
large part of the “citizen enemies” thus held were drawn from 
the ranks of the radicals. The Winnipeg Trades and Labor 
Council—itself a Socialist body—carried a resolution to the con- 
vention of the Trades and Labor Congress in September, 1918, 
demanding that representations be made to the Minister of Jus- 
tice requesting him to consider the matter of the temporary re- 
lease of “conscientious objectors’® in order to work on farms, 
etc. The motion, while ostensibly having for its purpose the in- 
crease of food production, was apparently considered as capable 
of other interpretation. It was voted down after a lengthy dis- 
cussion by a roll-call vote of 99—90.* Such a defeat; however, was 
not well calculated to dispel the sentiment which prompted the 
measure. A second resolution indicating disaffection or distrust 
of both government and labor leaders was introduced by dele- 
gates from the Vancouver Trades and Labor Council and met 
with no better success. It charged the government with using the 
power of the state in the interests of the employing class and 
with being antagonistic to labor; it further stated that it was 
buying labor officials with positions and it advocated an amend- 
ment to the constitution of the Trades Congress to the effect that 


*Some time previous the Western Labor News and the British Columbia 
Federationist, official organs, respectively, of the Winnipeg and Vancouver trades 
councils, had started a campaign of protest against those orders-in-council, by 
whose penalty provisions men were now languishing in prison. Remarking that 
the war was over, they challenged the continuance of operation of this form of 
emergency legislation authorized by the “war measure act.” (The order-in-coun- 
cil is a device by which the Governor-General in Council may put into operation 
measures considered immediately necessary, without submitting them to Parlia- 
ment.) No hesitation was entertained in pointing out that the Canada Trades 
and Labor Congress would do nothing to hurry the repeal of the obnoxious or- 
ders. Both papers were called to account by the government censor. 

* Proceedings of the Thirty-fourth Annual Convention, Trades and Labor 
Congress, Resolution 48. 
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no person holding any office or appointment under the govern- 
ment should be eligible to hold office.* 

A further cause of political ferment was the continued hos- 
tility of the Canadian government toward the Russian Bolshe- 
viks as evidenced by the dispatching of troops and ammunition 
from the Port of Vancouver. Stories were rife of the forceful im- 
pressment of soldiers into this service against their will, while 
the longshoremen declared they only loaded the munitions be- 
cause they knew that if they refused they would lose the work 
to others protected by government forces.* It was generally 
charged, even from the platform, that these troops and equip- 
ment were being sent to protect the investment of capitalists of 
the allied nations.’ Considerable advertisement was given to all 
these matters through the agency of the Labor Church, an or- 
ganization with branches in a number of western cities. 

Political unrest seems tc have reached its climax in a mass 
meeting held at the Walker Theater, Winnipeg, on December 22. 
This was called by the Trades and Labor Council in conjunction 
with the Socialist Party of Canada for the purpose of “getting 
the facts before the public” and generally of giving expression to 
the state of mind of the discontented elements. The meeting, 
which was presided over by a city alderman and addressed by 
prominent socialists and leaders of the “progressives” in the 
Labor Council, passed three resolutions which crystallized the 
political demands. The first protested against further operation 
of orders-in-council; the second called for the withdrawal of 
troops from Russia; the last demanded the release of political 
prisoners. Needless to say, at this meeting, as well as a second 
held some weeks later, feeling ran high. 

Hand in hand with the post-war political unrest went indus- 
trial dissatisfaction. Gross disparity existed between the im- 
mense rise in the cost of living and increases in wages, while the 
outlook for the future was pictured as dark indeed for the work- 

* Ibid., p. 132. 

*Cf. Report of Ninth Annual Convention of British Columbia Federation 
of Labor, p. 9. 

"Report of Winnipeg general strike. 





ONE BIG UNION IN CANADA 245 


er, owing to the disbanding of armies and the return of both sol- 
diers and munition workers to the regular activities of civilian 
life. No part of the Dominion, it was pointed out, would suffer 
from this phase of reconstruction like the West; no province had 
given sO many men in proportion to its population to the war 
effort as British Columbia; and the West as a whole had con- 
tributed more generously than the East. This discontent and 
fear found expression again in many quarters in a fervid denun- 
ciation of craft unionism and in condemnation of the general at- 
titude and out-of-date methods of the Canada Trades and Labor 
Congress, whose point of view, it was contended, was that of the 
conservative East, due to the fact that the conventions were 
usually held there and the organizations west of the Great Lakes 
could not afford to send delegates such a long distance. Craft 
unions, it was argued, had given abundant evidence of their in- 
efficiency. Commencing with the war years, in spite of the fact 
of a favorable labor market, they found it impossible to advance 
wages without striking; and when they did strike they found it 
necessary, in order to attain any degree of success, to fall back 
upon the trades councils for sympathetic action by other crafts. 
Such had been the experience of the workers employed by the 
British Columbia Electric Railway in 1916, of the firemen of the 
City of Edmonton, and of certain unions in Calgary. 

In line with this opinion eight separate resolutions, all con- 
taining practically the same substance, were introduced into the 
Quebec convention of the Canada Trades and Labor Congress, 
calling upon that body to take a referendum vote on the question 
of reorganizing the Canadian labor movement into a “modern 
and scientific organization by Industry instead of by Craft”; 
and, following this, if the referendum carried, with the appoint- 
ment of a committee representative of each industry to draw up 
a constitution to submit to the membership. These resolutions 
coming from the Winnipeg and Transcona trades and labor coun- 
cils and from six different lodges of the International Association 
of Machinists all met with defeat. Another resolution, submitted 
by the Winnipeg Council, dealing with the matter of expected 
unemployment consequent upon the setting free of workers into 
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the labor market at the close of the war, requested “that the 
Trades and Labor Congress of Canada take cognizance of such 
an emergency and immediately take steps to promulgate a six- 
hour day and a five-day week for all labor in the Dominion so as 
to assist in absorbing the surplus labor and safeguard against un- 
employment.’”* This measure likewise failed of entertainment 
by the Congress, the whole matter being left to the incoming ex- 
ecutive for the exercise of its judgment.’ 

Just how widespread among the working classes of the west- 
ern provinces was the condition of mind that found expression in 
the activities here pictured it is impossible to state with any de- 
gree of accuracy. It would sem that in Winnipeg, Canada’s most 
foreign city and the great railway center of the West, the voice 
of conservatism was, at this early stage, little heard. In British 
Columbia, with its coastal industries and its mines, only a small 
minority gave battle at the meeting of the provincial federation 
for the retention of the main outlines of the old order. As for Al- 
berta, its delegates at the western conferences (hereafter to be 
discussed ) , though looking to remedies different from those final- 
ly adopted by the convention, registered a rather general polit- 
ical dissatisfaction. A resolution sponsored by the provincial 
federation protested that hundreds of men were languishing in 
jails simply because they had the courage of their convictions, 
while another resolution demanded a general strike to force the 
government to provide a remedy in case it failed to act volun- 
tarily after an appeal by the Canada Trades Congress. Taking 
it all in all, the One Big Union was largely an outcome of the 
war, with its resulting dislocations in industry, its ideas, and re- 
pressions. 


II. CALLING THE ONE BIG UNION INTO BEING 
Following their failure to carry their measures at the Quebec 
convention of the Canada Trades Congress, the western dele- 
gates held a meeting and, with one dissenting voice, voted in fa- 
* Proceedings of the Thirty-fourth Annual Convention, Trades and Labor 


Congress, p. 140. 
* [bid., p. 92. 
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vor of recommending to all the labor organizations of the four - 


provinces that a conference of representatives from these bodies 
should be held before the next convention of the Congress. It 
was stated at the time that the proposal was not intended as a 
secessional or separatist movement, but was designed to formu- 
late a policy which should more truly represent the progressive 
views of western labor, and which by united action on the part 
of the western delegates would secure sufficient support from the 
eastern organizations to make that policy in some degree effec- 
tive. A committee with David Rees, of the United Mine Work- 
ers, as chairman, and V. Midgley, of the Vancouver Trades and 
Labor Council, as secretary was named to call the conference 
and arrange the details. The matter was taken in hand by the 
British Columbia Federation of Labor and calls were sent out 
from Vancouver for a meeting of representatives to be held in 
Calgary, Alberta, on March 13, 1919. The British Columbia 
federation meanwhile, fully alive to the importance of coming 
events, postponed its own convention, which was to have been 
held in January, to the tenth of March, and named Calgary like- 
wise as its place of ‘meeting.”® 

When the British Columbia Federation assembled in con- 
vention at Calgary W. A. Pritchard introduced a resolution from 
the floor announcing a complete change in the policy of the Fed- 
eration involving organization along industrial lines for forcing 
“by virtue of their industrial strength” such demands as the new 
organizations might consider necessary and repudiating further 
efforts at persuading legislatures to pass laws favorable to labor. 
The convention, after some discussion, adopted the resolution 
and, before closing, amended the constitution in keeping with 

* Subsequent events go to show that in the period intervening between 
September and March the machinery of the British Columbia Federation and of 
the Vancouver Trades Council had been used effectively to canvass the ground 
in British Columbia with a view to ascertaining where the different organizations 
stood with respect to a much more radical program than that which had been 
entertained by the western group at Quebec; and further, looking beyond British 
Columbia, the indications are that the left wing, centered in Winnipeg and on 


the Coast, was not altogether in the dark with regard to the possibility of ex- 
tending the action taken by British Columbia to cover the whole West. 
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the new policy and instructed the executive committee to take a 
vote of the membership for ratification. After this seven other 
measures were brought in by the resolutions committee and 
adopted, their substance in total being a forceful demand upon 
the government for a redress of grievances; the adoption of a 
six-hour day and five-day week; a repudiation of connection 
with the internationals and the organization of all workers by in- 
dustries; and finally reliance upon the general strike to enforce 
demands. The three days of the convention were given up to the 
discussion of these resolutions, other measures sent in from the 
affiliated organizations and dealing with the regular matters of 
business being simply read and referred to the incoming execu- 
tive in case the new policy failed to carry with the membership. 
Although the impotence of the British Columbia unions to carry 
through alone a scheme of industrial unionism in the face of in- 
ternational opposition, and especially to force a 30-hour week 
while the rest of Canada and the United States remained under 
the old working day, was well argued by a few of the older mem- 
bers, the convention declared itself in favor of the one province 
playing a lone hand, if necessary, in bringing in the new policies. 
Nevertheless, in apparent anticipation of seeing the thing started 
on a wider basis, the convention passed a motion that the eight 
resolutions that had occupied the British Columbia meeting 
should be brought before the larger conference immediately to 
be held; and it is noteworthy that not only did the delegates 
to the former meeting serve also as representatives of British 
Columbia at the latter, but that the same man functioned as 
chairman of the resolutions committee for both conventions. A 
comparison of the reports of the two conventions shows how com- 
pletely the spirit and purpose which expressed itself in the work 
of the smaller body was dominant again in the activities of the 
Conference. In fact, except for certain changes in the wording 
to provide for the difference in the field of application, many of 
the resolutions are exact duplicates. 

The Western Labor Conference, held in the Labor Temple 
of Calgary, was believed by many of those who attended its ses- 
sions to be the most important labor convention ever held in 
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Canada. In all, it consisted of 239 delegates from labor bodies 
territorially distributed as follows: Alberta, 89; British Colum- 
bia, 85; Saskatchewan, 17; Manitoba, 46; and Ontario, 2. Mr. 
R. J. Tallon, vice-president of the Calgary Trades and Labor 
Council, was chosen as presiding officer, and V. R. Midgley as 
secretary. A resolution committee was appointed with J. Kava- 
nagh, of Vancouver, as chairman; also a committee on policy, 
headed by R. J. Johns, of Winnipeg. In spite of the assurances 
of moderation given at Quebec, the meeting soon gave evidence 
of its intention to carry through a program much more drastic, 
and, so far as the established labor movement was concerned, 
most disruptive. Before it was over it had evolved a complete 
plan for a separate organization, with principles and policies en- 
tirely opposed to those of the Canada Trades Congress, and had 
set up machinery for carrying that plan to fulfilment, provided 
it met with the approval of a sufficient proportion of the labor 
organizations.”* 

Coming now to an analysis of the main work of the confer- 
ence, we find Resolution 4, introduced by the British Columbia 


Federation of Labor, reading as follows: 

Whereas a general censorship has been instituted against freedom of 
speech . . . .; be it resolved that this convention demand full freedom of 
speech, press and assembly, and demand the release of all political prisoners 


*It is a point for controversialists to argue how far the main body of reso- 
lutions dealt with by the Conference subsequent to the passage of the first three 
should be treated as an integral part of O.B.U. history. It can be said with truth 
that the organization of the latter was not yet an established fact: that it ex- 
isted only as a plan in the minds of its promoters. Nevertheless I take it that 
since they were sponsored in the Conference by the same parties that carried 
through the resolution providing for the new organization, and inasmuch as 
some of them were to be enforced by the anticipated machinery and member- 
ship of the latter as part of its policy, it is only right to include them in the 
story. It is true, beyond a doubt, that some of these dedicated to the project of 
forceful control of the government in certain matters, and to comparisons in- 
tended to weaken its prestige in the minds of the workers, added weight to the 
“Bolsheviki” and “alien” charges that brought so much condemnation upon the 
O.B.U. from the public. A few weeks later it was just such statements uttered 
in the highly charged atmosphere of Winnipeg that were to rob the ‘unborn 
organization of some of its most enthusiastic leaders, if indeed some of the utter- 
ances at these Calgary conventions were not themselves instrumental in bringing 


these men to prison. 
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and the removal of all disabilities and restrictions now upon the working 
class organizations, and that a referendum asking for a general strike, be 
taken on these questions to become effective June 1. 

A motion following immediately upon the passage of this resolu- 
tion provided that its substance be forwarded at once to the 
Canada Trades and Labor Congress. 

Resolution 5, also from the British Columbia Federation, 
after declaring that “the legitimate aspirations of the labor move- 
ment are repeatedly obstructed by existing political forms,” went 
on to say: 

This convention expresses its open conviction that the system of indus- 
trial soviet control by selection of representatives from industries is more 
efficient and of greater political value than the present system of govern- 
ment by selection from districts. This convention declares its full accept- 
ance of the principle of “Proletarian Dictatorship” as being absolute and 
efficient for the transformation of capitalist private property to communal 
wealth. 

The measure ended with fraternal greetings to the Russian gov- 
ernment, the Spartacans of Germany, etc. It was carried unan- 
imously. 

Resolution 8, condensed from measures introduced by the 
Federations of Alberta and British Columbia and the “Women’s 
Labor League,” demanded “immediate withdrawal of all allied 
troops from Russia” and put the Conference on record as being 
“in favor of calling a general strike on June 1, should the Allies 
persist in their attempt to overthrow the Soviet administration 
in Russia or Germany or in any other country in which it is or 
may be established 

Resolution 6, introduced by the British Columbia Federa- 
tion, offered a solution for the anticipated unemployment prob- 
lem by providing for a six-hour day and five-day week to become 
operative after June 1. 

Later resolutions were passed in condemnation of Mr. Gom- 
pers and his lobbying methods and of P. M. Draper, secretary 
of the Canada Trades Congress, for his refusal of Canadian at- 
tendance at the International Labor Conference at Berne be- 
cause German and Austrian workers were present.’* 


*In this matter the Conference was apparently misinformed. See Tenth 
Annual Report on Labor Organizations in Canada. 
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An examination of all the measures thus far mentioned shows 
in what close relation this meeting stood to current unrest and 
impatience. 

We turn now to a consideration of the activities of the con- 
ference bearing directly upon the organization of the O.B.U. 
The provision for this is made in the first three resolutions, but 
inasmuch as the substance of the first two is included in the pre- 
amble later to be quoted, it is unnecessary to repeat them here. 
Suffice it to quote one striking clause contained in the second, 
which does not appear again, to the effect that “we place our- 
selves . . . . on record as being opposed to the innocuity of 
labor leaders lobbying Parliament for palliatives that do not pal- 
liate”; and also to note that the language is more forceful 
and comprehensive here where it advocates “reorganization 
. . . « along industrial lines, so that by virtue of their industrial 
strength, the workers may be better prepared to enforce any de- 
mand they consider essential to their maintenance and well- 
being,” than it is when these points find expression some months 
later. 

Resolution 3, introduced by The British Columbia Federa- 
tion, recommended to the bodies represented that they sever 
their affiliation with their international organizations and co-op- 
erate in the formation of an industrial organization of all work- 
ers. To this end it was resolved that a circular letter outlining a 
proposed plan of organization should be sent out and that a ref- 
erendum be taken upon the wishes of the organizations with re- 
spect to the same. An amendment was passed reading “that the 
question be submitted to the entire Canadian membership, the 
ballots and returns to be segregated at Port Arthur as dividing 
line between East and West.” How faz this survey of the East 
was actually attempted at this time we are not told, but we know 
that no account was taken of returns east of Manitoba when the 
returns were given out. 

At the closing session of the convention there was consider- 
able discussion as to what would be considered an indorsement 
of the new policy by the union membership; and it was finally 
decided that the British Columbia method should be used as a 
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guide by the Central Committee. This called for a “majority 
vote by organizations comprising the vital trades, such as trans- 
portation, metal trades and mines”; and required the locals in 
taking the ballot vote to count in the affirmative members failing 
to return their blanks. This method of measurement, which had 
been challenged in the British Columbia convention, was stren- 
uously opposed at this meeting, especially by the Alberta repre- 
sentatives, delegate Broatch of Calgary ably contending that an 
organization of all workers should reject the domination by fa- 
vored minorities such as was involved in this distinction among 
trades. R. B. Russell, in a fighting speech, called the meeting 
back to a sense of its duty in not casting doubts at this late date 
upon the success of industrial unionism. He characterized the 
action of the opposition as “an attempt to get press publicity to 
show a reactionary move in the convention” where previously 
all had been unanimous. 

Probably the matter of most stubborn disagreement at the 
Conference was that of the attitude to be taken in the new organ- 
ization toward political action. The Alberta delegates for the 
most part came to the meeting expecting to make this a funda- 
mental part of the general plan of operation. The Alberta Feder- 
ation of Labor, itself operating under a socialist profession of 
faith, sent in a resolution (No. 21 of the Conference) declaring 
for the “formation of a political party with the object in view of 
uniting labor and kindred organizations into a homogeneous 
political party; believing that a united political labor party is a 
necessary adjunct to the development of our industrial organiza- 
tions and to the attainment of our national ideals.” There is in 
this measure a suggestion of the co-operation of the labor forces 
with the farmers which was soon to become an important factor 
in provincial politics in English-speaking Canada and to find re- 
flection in federal affairs in the third or Progressive Party. The 
Calgary delegates, led by Mr. Broatch, battled hard for the po- 
litical principle, arguing that striking alone was not enough and 
constituted no sufficient expression of labor’s point of view. 
They reminded the Conference that England had achieved the 
eight-hour day through the political weapon; while, as for this 
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country, admitting that labor representation in the past had been 
a failure, this was because labor members had been elected to 
carry on the present system. Henceforth they would be put in to 
kill that system and would be elected with that as their policy 
and platform. They would be sent to Parliament with a new pol- 
icy, a new idea, and educated to a new conception of life. 

Delegate Kavanagh opposed the resolution, drawing a dis- 
tinction between “politics” and “parliamentarianism.” 


Power in politics [he answered] is not found in Parliament but in the 
country prior to the election. Politics only exist where there are classes, and 
any action taken by a class in defense of its interest is political action. Here 
you cannot define any particular action as political, but any action... . 
used to control political power in order to utilize it for the benefit of that 
class—that is political action, and it matters not what method it takes. 


A Vancouver delegate with a background of experience in the 
United States could not see “where workers had ever gotten any- 
thing through political action”; and V. G. Midgley contended 
that to adopt a political action measure would be to put the con- 
vention in a negative position with respect to preceding resolu- 
tions, which named industrial action as the important feature of 
the new movement. When the vote was finally called for, the 
day went to the advocates of “direct action,” and the nature of 
the O.B.U. was thus determined. 

The Western Conference, acting through its policy commit- 
tee, provided the machinery for taking the referendum, carrying 
on the necessary propaganda, and in general putting into execu- 
tion the wishes of the convention. To this end it appointed a 
“central committee” of five, chosen irrespective of geographical 
location, and four assisting committees, one chosen by the dele- 
gates of each province (the two representatives from Ontario 
elected to become a part of the Manitoba group for this pur- 
pose). The central committee was to look after the preparation 
and sending out of the vote, while the provincial committees 
were to be responsible for the propaganda and {for the taking of 
the vote in their respective provinces. The question of how the 
vote was to be taken in Eastern Canada was left rather hazily to 
the central committee, which was to function as a standing exec- 
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utive until displaced by a permanent organization and regular 
officers. After the returns from the referendum vote were re- 
ceived, the central committee was to call a conference of repre- 
sentatives of trades councils and district boards, it being con- 
sidered necessary to use these existing forms in order to complete 
the plans of the new organization.** 

The central committee organized by electing V. R. Midgley 
as secretary, and became known as the “general executive board” 
of the One Big Union. It immediately proceeded to prepare bal- 
lots and to have them distributed for a vote on the adoption of 
the principle of the One Big Union. Coupled with this ballot was 
another asking for a vote on a general strike to take place on 
June 1 to establish the six-hour day (and to enforce certain polit- 
ical demands, as previously noted). 

While the referendum was being taken a number of bulletins 
were issued by the executive board and distributed as supporting 
propaganda. Contributions were solicited to aid in the cam- 
paign, and many locals of the international organizations an- 


swered the call. Lodge No. 777 of the International Association 
of Machinists donated $400 to the cause in May, and had its 
charter revoked as a result for propagating secession and thus 
violating the constitution of the order. Following this an injunc- 
tion against the lodge officers compelled the return to head- 
quarters of all books, funds, etc., and a new local, No. 692, was 
formed in competition with the old, which now operated as Ma- 


*In order to meet the expenses necessary to carry through these various 
steps the committee was authorized to appeal to the trades councils and district 
boards affiliated for a payment of two cents per member. The optimism of the 
Conference is indicated in the smallness of this per capita tax as well as in the 
basis of representation planned for the future conference, the instructions allow- 
ing only one delegate for 5,000 members. The central committee, elected from 
the floor of the convention, consisted of W. A. Pritchard, Vancouver Trades and 
Labor Council; R. J. Johns, Winnipeg, Trades and Labor Council; J. R. Knight, 
Edmonton, U.B. of Carpenters; V. R. Midgley, Vancouver, Trades and Labor 
Council; James Naylor, U.M.W., Cumberland, British Columbia. No one was 
named as chairman. 

The provincial committees were presided over by the following: British 
Columbia, J. Kavanagh; Alberta, C. E. Berg; Saskatchewan, R. Hazeltone; 
Manitoba, R. B. Russell. 

Cf. Ninth Annual Report on Labor Organised in Canada, p. 24. 
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chinists Union No. 1 under a charter from the O.B.U. Reports 
published from time to time in the western newspapers stated 
that the referendum was going overwhelmingly in favor of the 
new organization; but in the East not much enthusiasm was 
manifested, the literature from the executive board being in 
many instances passed over without being read. On May 23 
Secretary Midgley sent out a call to the central councils and dis- 
trict boards announcing that the vote of the vital industries be- 
tween Port Arthur, Ontario, and Victoria, British Columbia, had 
surpassed all anticipation in its general indorsement of the One 
Big Union; that a large number of organizations desired to be- 
come part of the new movement at once; and that “the central 
committee, in accordance with the instructions of the Calgary 
Convention,” had decided to call the conference of representa- 
tives of the bodies addressed to meet in Calgary June 4 for the 
purpose of drawing up the plans of the new organization." 


III, THE CONSTITUTION AND ORGANIZATION 


The conference thus called did not meet on schedule time, 
being postponed a week, probably on account of events growing 
out of the Winnipeg strike. Its chief contribution was the draw- 
ing up and adoption of a constitution. The preamble, after de- 
voting a paragraph to a sample rendering of the Marxian state- 
ment of the class struggle, read as follows: 


As industry develops and ownership becomes concentrated more and 
more into fewer hands, as the control of the economic forces of society be- 
come more and more the sole property of imperialistic finance, it becomes 
apparent that the workers, in order to sell their labor power with any degree 
of success, must extend their forms of organization in accordance with 
changing methods. Compelled to organize for self defense, they are further 
compelled to educate themselves in preparation for the social change which 
economic development will produce whether they seek it or not. 


* According to Secretary Midgley, at the end of May, taking the 258 unions 
that had sent in returns, 188 had voted in favor, and 70 against. Considered in 
terms of members, out of a total of 41,365, the favorable vote, comprised in the 
188 unions, was 24,239; the unfavorable comprised, in the 70 unions, was 5,975; 
unaccounted for, 11,151. Reports received by the Department of Labor at Otta- 
wa somewhat earlier showed the vote turning largely against the O.B.U. in the 
province of Alberta, but that the miners for practically the whole district were 
voting in favor and welcoming cleavage with the international (Ninth Annual 
Report on Labor Organizations in Canada, pp. 25-26). 
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The One Big Union therefore seeks to organize the wage worker, not 
according to craft but according to industry; according to class and class 
needs; and calls upon all workers irrespective of nationality, sex, or craft 
to organize into a worker’s organization, so that they may be enabled to 
more successfully carry on the everyday fight over wages, hours of work, 
etc., and prepare themselves for the day when production for profit shall be 
replaced by production for use.?¢ 


It will not be out of place to note here that the later pre- 
ambles differ at only one point from this first expression in that 
they ease away in varying degree in the declaration for indus- 
trial unionism, while still emphasizing organization by class. Ap- 
parently the delegates sensed that their profession in this respect 
was not entirely in accord with fact. In place of the first two 
clauses in the last paragraph quoted, we find that at one time the 
phrase “not according to craft, but according to industry” was 
dropped altogether;*’ but still later the part was amended to 
read, “The O.B.U., therefore, seeks to organize the wage work- 
ers according to class and class needs, to the end that the utmost 
solidarity and power may be secured in every organized locality, 
with adequate provision for industrial organization where the 
needs of the workers may thus be served.” The change amounts 
to an admission that the garment must be cut according to the 
cloth. Later leaders apparently have found, as the organizers did 
in the first instance, that it is more compatible with the success 
of the movement to recognize bodies already grown up and more 
or less adapted to the geography and the lay of economic life in 
the country than to carry out a thoroughgoing scheme of repre- 
sentation by industries. 

In actual practice the local units of the O.B.U. organize by 
industry where practicable; but in small towns and in isolated 
places where few workers are employed, conglomerate units em- 
bracing all employments are permitted. The local branches, 
where the circumstances allow, are grouped in central councils 

“It has been pointed out that in comparison with some organizations oper- 
ating on this continent this statement of purpose is rather mild and harmless, 
and it may well be said that in the arrangement of its clauses, as well as in its 


actual statements, it breathes out less fire than the resolutions of the Western 
Conference passed some months before. 


™ See Twelfth Annual Report on Labor Organization in Canada, p. 210. 
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and district boards by means of a system of meeting of repre- 
sentatives, and these secondary units again send their delegates 
to the annual convention and have individual representation on 
the general executive board. Where conditions do not permit of 
this secondary grouping, the locals send their delegates directly 
to the general convention. The first constitution had a clause re- 
garding conglomerate branches, to the effect that their members 
should be controlled by the central organization of the industry 
to which they belonged, but the words have since been deleted. 
A central labor council embraces in its jurisdiction the local 
units in any town or city. A district board is defined as “a dele- 
gated body elected from units or camps in a certain industrial 
region for the purpose of taking care of the internal affairs of 
their industry.” The jurisdiction of each of these bodies is desig- 
nated by a certificate from the general executive board. District 
boards and central labor councils have the right to send one dele- 
gate per thousand members to the annual convention, and each 
secondary body representing more than one thousand members 
elects a delegate to the executive board.** 

The executive board, in addition to delegates elected thus by 
the secondary units, consists of five members chosen from the 
floor of the convention. It chooses its own chairman and hires a 
secretary from outside its own number. Considerable history at- 
taches to the constitution of the executive board. At first, in 
addition to a chairman and a secretary, it was to consist of repre- 
sentatives of the various industries included in the organization. 
Then the convention of January, 1920, decided to elect members 
from the four leading industries—coal mining, metal mining, 
lumbering, and railroad transportation—along with four repre- 
sentatives from territorial divisions. Finally this compromise of 
the two principles was given up in favor of the present system. 

An interesting feature of the O.B.U. is the constitutional ar- 
rangement by means of which, while providing for a certain 
measure of central control, it insures the membership at the same 
time against abuse of power by their officers. In addition to the 

* Prior to the meeting of January, 1920, the conventions were called for 


semiannually and the basis of representation was one delegate for each two 
thousand. 
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executive board’s control of strike support there is the provision 
that all central labor councils, district boards, and isolated units 
shall submit to it regularly reports of their activities, member- 
ship in good standing, and financial condition, and also the ar- 
rangement for collecting dues through sale of stamps. The per 
capita tax of 15 cents per month is paid by the members pur- 
chasing “monthly dues stamps” which are issued exclusively by 
the board. Favoring decentralization on the other hand and pro- 
viding a check upon officers are the following clauses: 

1. The general secretary shall render to the secondary bod- 
ies a quarterly financial report, duly certified by chartered ac- 
countants. 

2. “The General Executive Board shall . .. . transmit 
matters of importance received from Central Labor Councils, 
District Boards, or isolated units throughout the entire organ- 
ization for their consideration,” and in case of prospective gen- 
eral strike must get a majority vote of the membership. 

3. Central labor councils or district boards shall have the 
right to determine in some measure the activities of their own 
members upon the executive board. Clause 9 reads: “The mem- 
bers of the G. E. B. may act as general organizers or in a consul- 
tative capacity at the discretion of the Central Labor Council or 
District Board they represent.” Once engaged in general organ- 
izing work, however, they shall be under the direction of the 
general executive board. 

4. Either his local or his secondary unit may recall a mem- 
ber of the general executive board by withdrawing his creden- 
tials. The right of the local unit to cancel such credentials is, 
however, subject to investigation by the central council or dis- 
trict board to which he bore them. It is noteworthy, however, 
that there is no recall—even as there is no election of officers by 
vote of the entire membership.*® 

With regard to the settlement of disputes, when trouble arises 
which the local unit affected cannot settle, the matter is referred 
in writing to the secondary body under whose jurisdiction the 
local comes; this body failing to effect a settlement it is referred, 


* Cf. Savage, Industrial Unionism, p. 194. 
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if considered of sufficient importance, to the general executive 
board. The latter, if it considers the case of sufficient merit, shall 
refer it to the various central labor councils and district boards. 
A majority vote of the whole organization is required before the 
general executive board is empowered to call a strike of all mem- 
bers. No constitutional barrier, however, stands in the way of 
any branch calling a strike in its own district or industry on its 
own responsibility, and a local whose case has been thrown out 
by its central council or district board may carry it directly to 
the general executive board for consideration. A further clause 
provides that O.B.U. strikes shall be supported by use of the 
boycott, both direct and indirect in nature, involving the co-op- 
eration of the whole membership and calculated to cripple traffic 
in the products of the industry affected. 

Other features peculiar to the O.B.U. are (1) the mainte- 
nance of a special fund for carrying on propaganda, one-third of 
the monthly dues to the general executive board being set aside 
for that purpose, and (2) the provision for paying the transpor- 
tation expenses of the various delegates to the convention and 


charging the same back to all units in proportion to membership. 
This latter arrangement had been demanded by the western dele- 
gates to the Canada Trades Congress in 1918, and its failure to 
meet with the approval of that convention had helped to confirm 
them in their charge of unfairness entertained against the East. 


IV. THE WINNIPEG STRIKE 

When the Western Conference was adjourned, the executive, 
as has been noted, was to take a referendum on the O.B.U. prop- 
osition and to link with the latter on the ballot the subject of a 
general strike to be launched on June 1 to enforce the six-hour 
day and certain other demands. But some weeks before the time 
set the strike weapon was being tried out in earnest over a con- 
siderable part of the field. This was the famous Winnipeg 
episode, which, developing out of the background of ordinary 
strikes, soon came to draw in sympathetically many trades and 
callings not directly concerned, both in Winnipeg and other west- 
ern cities. 
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How far the O.B.U. was concerned in bringing about the 
general stoppage is a moot point; it certainly cannot be charged 
with causing the trouble in the first instance, as this is clearly 
traceable to ordinary demands in the course of wage bargaining, 
the building trades striking for a wage increase and the metal 
trade associating with this a demand for recognition, and both 
walking out only after lengthy negotiations. But when the mat- 
ter was taken in hand by the Winnipeg Trades and Labor Coun- 
cil, whose progressive wing was largely led by the same men who 
were to the fore in the Manitoba section of the O.B.U., the course 
of events goes to show that the temporary machinery of the lat- 
ter, such as existed at the time, was brought into action with the 
intention of testing it out.”° 

The building and metal trades went on strike at the begin- 
ning of May, 1919. Each through its council then proceeded to 
bring the matter before the Winnipeg Trades and Labor Coun- 
cil, which was claimed at this time to be one of the most progres- 
sive organizations in Canada. The latter body at once laid the 
matter before the representatives of the affiliated unions, and in 
the discussion that ensued over the proposal of a general strike 
there was not a dissenting voice. A referendum vote was then 
taken of the whole membership, this resulting in an overwhelm- 
ing majority in favor of the action.” 

* This is not meant to imply that the general strike was an act of the 
O.B.U. We must remember that this organization was only in process of birth. 
It lacked any formal constitution, although its policies were well defined and its 
name was on everybody’s tongue. Action was yet to be taken with regard to the 
referendum, though we may assume that reports were not lacking of the success 
of the vote. Nor should we forget that other progressive labcr elements played 
their part in the encounter and helped to gain for the strikers the confidence and 
sympathy of soldiers and public. What we do claim is that this was a test of the 
O.B.U. technique: it turned the spot-light on the general sympathetic strike, 
featured geographically, and in some measure industrially, as a weapon to force 
an industrial concession, in all its strength and in all its weakness. Or, if we 
assume—the Crown prosecutors did in their relations with the arrested leaders 
—that this was an attempt at political revolution, the events of the portentous 
five weeks may not be without their lesson as to the possibilities and dangers of 
the general strike used for this purpose, though one can see in fancy where the 
leaders, studiously seeking to carry through a revolution, might well have used 
their powers more effectively at times. 


™ W.S. Ryder, “Canada’s Industrial Crisis of 1919,” unpublished M.A. the- 
sis at University of British Columbia. 
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Those who defend the action of the Winnipeg unions in this 
matter against the charge of precipitate action contend that the 
whole subject was well studied and the causes found sufficient. 
The workers in the building trades were only demanding a living 
wage, while as for the metal trades—and here was the sorest spot 
—the three leading companies refused to consider the issues with 
the Metal Trades Council, taking the stand that “labor had no 
right to organize, and refusing to recognize any union the work- 
ers should form. The most they were willing to do was to meet 
a committee of their men, provided they had no connection with 
the trades-union movement.””* 

The events of the strike may be briefly indicated. In all, be- 
tween thirty and thirty-five thousand workers went out at Win- 
nipeg. On May 15 two bodies were organized, one by the work- 
ers, termed the “Central Strike Committee,” the other the 
“Citizens’ Committee of One Thousand,” an organization avow- 
edly representing the interests of the third party, but from the 
first opposed to the strike, which it held to be no longer an affair 
between the metal trades and other employers and their workers, 
but an issue of “the constitutional rights of the citizens at 
large.”** The Central Strike Committee began at once to place 
the city on a strike basis industrially and commercially. “They 
called out in sympathetic strike the workers in the civic, fire, 
water, health, light, and power departments”; also “such work- 
ers as the telephone operators, the postal clerks, the Winnipeg 
Electric Railway employees, and many others. While, in a sense, 
they paralyzed all industry, they provided for the necessities of 
the citizens. The domestic water service was allowed; the police 
force remained on duty; bread, milk, and meat were distributed, 
and requirements of the hospitals and of the sick were looked 
after. Their object was avowedly to seize control of the city. 
Whatever activities were in progress were permitted by the au- 
thority of the strike committee.” 

This in brief was the situation at the end of the third week in 


* Ibid., p. 28. 

*™ W. S. Ryder, “Canada’s Industrial Crisis of 1919,” unpublished M.A. the- 
sis at University of British Columbia, p. 32. 

* Ibid., p. 32. 
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May; but now the various governments intervened. The federal 
government sent the Minister of Labor and the acting Minister 
of Justice to Winnipeg. The postal employees were given a defi- 
nite time to get back to work or be replaced. The city council 
compelled all civic employees who were to be allowed to remain 
on the city pay-roll to sign an agreement declaring their freedom 
in the future from “any union which is directly or indirectly in 
affiliation with any other organization, to whose orders, direc- 
tions, or recommendations such union or association, or its mem- 
bers, are obliged to agree to observe or confirm, or act in concert 
with”; and further stipulating that they would “not take part in 
or support or favor what is known as a sympathetic strike.” 
These measures were met on the part of the strike committee 
by the addition of a third demand to labor’s “irreducible mini- 
mum.” The three were now: (1) the right of collective bargain- 
ing, (2) a living wage, (3) the reinstatement of all strikers, with- 
out prejudice.” The situation was complicated in a sense by the 
presence of many returned soldiers whose organized support was 
sought by both parties to the conflict, but was lent for the most 
part to the strikers, a series of giant parades waiting on the pro- 
vincial government from time to time and demanding that it ex- 
press its approval of the principle of collective bargaining. 
These more spectacular happenings were interspersed with 
efforts at conciliation. First a Joint Committee established by 
the mayor, consisting of members of the Citizens’ Committee, 
two aldermen, and certain labor officials, tried its hand. Then 
the services of representative officers of the railway brother- 
hoods were accepted in the same capacity, with no better re- 
sult.** Meanwhile the strike was spreading sympathetically far 
beyond Winnipeg. In spite of threats by the government to put 
it down by drastic action, such as deporting or interning its lead- 
ers, the struggle was becoming country-wide, and the workers 
began to agitate for a Dominion strike committee. Many cities, 
including Brandon, Calgary, Edmonton, Prince Albert, Regina, 
* W.S. Ryder, “Canada’s Industrial Crisis of 1919,” unpublished M.A. the- 
sis at University of British Columbia, p. 35. 
* Labor Gasette, XIX, 789 ff. 
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Saskatoon, and Vancouver became directly involved, while 
strikes as far off as Toronto and Amherst, Nova Scotia (these 
last being characterized in the Labor Gazette as “sympathetic to 
strikers in the metal trades”) were doubtless traceable to the 
same source. Whatever may have been the cause—whether 
working conditions or spread of the strike idea—the number of 
industrial stoppages for the Dominion during May and June was 
abnormal for Canadian history, the number of days lost in the 
latter month reaching almost a million and a half. 

If all striking were exclusively a question of comparative in- 
dustrial strength the Winnipeg struggle might well be pointed to 
as a proof of the excellence of the methods and scheme of organ- 
ization for which the O.B.U. has stood. Left alone to do battle 
with the employers, labor might well have continued its strangle 
hold to the point of forcing almost any concessions. But now the 
government took a step that was to carry the matter outside the 
realm of ordinary labor activity and control. On June 17 ten 
men, for the most part conspicuous strike leaders, were arrested 
at Winnipeg and a quantity of labor literature and documents 
seized. It was announced that, under the terms of recent amend- 
ments to the Immigration Act, passed apparently for this pur- 
pose, some of the prisoners were to suffer immediate deportation 
without being allowed a regular trial; but in deference to the 
state of the public mind this was not carried out. On June 21 a 
riot occurred resulting from a silent parade held in defiance of 
the Mayor’s proclamation forbidding this form of demonstra- 
tion. One fatality resulted, thirty were taken to the hospital, 
and over one hundred were arrested. On July 1 a Dominion- 
wide search for labor literature was made for the purpose of 
collecting incriminating evidence to support the charges of revo- 
lution against the strike leaders.*” On June 26, following a state- 
ment made by the metal trades employers of their acceptance of 
collective bargaining, the term being defined to the satisfaction 
of the Minister of Labor, the international officers of the railway 
brotherhoods, and the officers of certain railway companies, the 
strike was declared at an end.* Apart from the incident of June 

* W.S. Ryder, “Canada’s Industrial Crisis of 1919,” p. 38. 

* For a statement of the metal trades’ offer, see Labor Gazette, Vol. XIX. 
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21, the whole strike period was a remarkable exhibition of order 
and control. 

The unconditional calling off of the strike by the workers 
was accompanied by an appeal for a royal commission with wide 
powers of inquiry to investigate the whole matter with respect to 
its causes. This was promised by the provincial government. 
Nevertheless the terms with which the struggle ceased were not 
regarded as satisfactory to labor; and the decisions of Judge 
Metcalfe at the trial of the leaders; which not only condemned 
five men to prison but affected quite adversely the legal limits of 
the strike weapon, resulted in making the whole outcome less 
pleasing still. For the present the state seems to have placed its 
organized strength directly across the path of those who sought 
to march forward by way of paralyzing industry through use of 
the general strike. The O.B.U. is still with us with its program 
and its organization dedicated to this line of advance, but noth- 
ing comparable to the effort of 1919 has since been attempted. 

Some indication of what had taken place within the Winni- 
peg Trades and Labor Council and what forces were in control 
during the strike is to be inferred from a letter from Tom Moore, 
president of the Canada Trades Congress, to the secretary of the 
former body, dated June 24. The letter, which was in reply to 
requests for assistance to procure the release of the arrested 
leaders and to take action to secure the continued existence of 
the Winnipeg Council, calls attention to the attitude of the latter 
during these two months with respect to the established move- 
ment in Canada, its leaders, and its policies. In the first place 
the Winnipeg Council had refused to grant President Moore a 
meeting of trade-unionists during his visit to the city early in 
May; and the leaders both of the Canadian Socialist Party in 
Winnipeg and of the Manitoba section of the O.B.U. (acting ap- 
parently as spokesmen for the council) had denied him informa- 
tion on the strike situation. Further, the letter charges the coun- 
cil with “repudiation of the control of international executives 
to grant or withhold sanction for a strike to their Winnipeg local 
unions, and slurring attacks and repudiation of the Trades Con- 
gress and its executives.” It alleges that these actions 
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very plainly pointed to the fact that Winnipeg was determined upon its own 
line of action, which harmonized strongly with the policies laid down in the 
propaganda of the O.B.U., and by the usurpation of the power of interna- 
tional union executives by the Winnipeg Trades Council, in the calling of 
the strike, made it very plain that Winnipeg was determined to demonstrate 
the efficiency of massed action, sympathetic strikes, and economic dictator- 
ship as superior, in achieving results, to the policies of the international 
trade unions, the Trades and Labor Congress, and the American Federation 
of Labor. 


As a prerequisite to action by the Congress to bring assistance to 
the settlement of the strike on its industrial side the letter called 
for (1) renewed allegiance to the Trades and Labor Congress 
and its principles, (2) advice te the locals that they submit to 
their international executives according to their constitutions, 
(3) pledges promising observance of the inviolability of agree- 
ments between workers and employers, (4) restoration to the 
local unions of full autonomy to decide their own action accord- 
ing to the laws laid down in their respective constitutions, and 
finally (5) “that they repudiate any connection with the O.B.U. 
and its policies of massed action.””® 

On the other hand, advocates of the O.B.U. have vigorously 
disclaimed any connection between the strike and their propa- 
ganda. 


V. THE LATER HISTORY OF THE ONE BIG UNION 


In spite of its unkindly reception at the hands of the law, and 
notwithstanding opposition from other bodies of organized labor, 
the progress of the new movement was rapid during the year 
1919. The Vancouver Trades and Labor Council became identi- 
fied with it early in July, severing its connection with the Trades 
and Labor Congress and the American Federation of Labor. 
Following the lead of the Vancouver unions, the metalliferous 
miners of British Columbia, heretofore affiliated with the Inter- 
national Union of Mine, Mill, and Smelter Workers, held a meet- 
ing in the town of Nelson and formed a mining department under 
the name of District No. 1 of the Metalliferous Miners of the 


” Proceedings of the Thirty-Fifth Annual Convention, Trades and Labor 
Congress, pp. 43-45. 
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O.B.U. The organized coal miners of Alberta and eastern Brit- 
ish Columbia who had been members of District 18 of the United 
Mine Workers of America also forsook the international body 
and became a part of the O.B.U.* At Victoria little headway 
was made against the established movement, but at Prince Ru- 
pert the unions of fish-packers, teamsters, metal trades, and lum- 
ber workers, as well as the Trades and Labor Council, turned to 
the 0.B.U. At Edmonton branches of the carpenters, United 
Mine Workers, and of the International Association of Machin- 
ists joined the new movement, althought this action involved 
their expulsion from the local trades council. In Winnipeg a vote 
taken by the Trades and Labor Council, and reported July 15, 
went 8,841-705 in favor of the O.B.U." Following this disclo- 
sure of the will of the rank and file, the council adopted the con- 
stitution of the O.B.U. and requested all unions affiliated with 
the Trades and Labor Congress and the internationals to with- 
draw and affiliate with the new organization.” 

While such success was attending efforts in the western prov- 
inces, the East had not been forgotten. J. R. Knight, of the cen- 
tral executive, after doing some work in Alberta, invaded On- 
tario in the autumn. Here he seems to have been well received 
for a time, but soon the hostility of the older labor movement, 
and especially of the eastern labor press, brought the inevitable 
reaction. At Toronto he was led to entertain hope by the “pro- 
gressives” in the Trades Council during a split in the ranks, but 
was soon to be disillusioned when this element turned its atten- 
tion to the political field to form a labor party to act in conjunc- 
tion with the United Farmers of Ontario. Nevertheless he did 
succeed in organizing a couple of units among the miscellaneous 
workers and the carpenters and in forming a central council for 
the carrying on of propaganda. In Montreal, where a unit had 
already been formed earlier but had died out, he organized a new 
unit of the general workers. He also reported great possibilities 


* Ninth Annual Report on Labor Organizations in Canada, p. 29. 

“ This ballot seems to report returns from only fifty-one branch unions out 
of a total of ninety-one. 

* Ibid., p. 30. 
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among the shopmen of the Canadian National Railways, “a large 
percentage of whom were already silent members of the O.B.U.,” 
and he saw some hopes in the needle trades. But for the province 
of Quebec he said the great need was for some literature in the 
French language and for full-time organizers. In addition to 
units in the two main cities he succeeded in establishing units at 
Hamilton, Kitchener, Carleton Place, and Windsor; he also re- 
ported a splendid prospect of a clean sweep against the Interna- 
tional Union of Mine, Mill, and Smelter Workers in the Cobalt 
mining country. Notwithstanding his failure to make much im- 
pression on vital trades at strategic points, he came back to the 
convention impressed with the necessity of carrying the battle 
into the East by a more vigorous propaganda if the movement 
was to be a real success in Canada.** His attitude was that the 
East was backward in labor mentality, a condition that could 
only be remedied by educational propaganda. 

But while this expansion was taking place the O.B.U. was 
not without its worries and its opposition. For one thing, their 
leaders were seriously handicapped. Russell, chairman of the 
Manitoba Provincial Committee, was among those arrested at 
Winnipeg in June, as was also Johns, of the central executive. 
Pritchard was held by the police at Calgary a few days later on 
his return to Vancouver from Winnipeg. Although these men 
were released on bail pending trial, much of their energy as well 
as that of other members was taken with addressing meetings 
and putting out literature in appeal for funds for legal defense 
against the vigorous crown prosecution. Kavanagh, somewhat 
later, was sent to England on what proved to be a bootless er- 
rand, the plan being to interest the forces of labor there in as- 
sisting with the defense of their brothers in Canada and in up- 
holding the principles for which they had stood. In spite of all 
efforts the three men, along with five others, were convicted on 
charges of “seditious conspiracy,” joined in some cases with that 
of “common nuisance,” and condemned to serve terms varying 
from nine months to two years in the penitentiary. Their active 
services were thus lost to the O.B.U., although their popularity, 


* Report to semiannual convention at Winnipeg, January, 1920. 
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and perhaps their usefulness to the organization, was not re- 
duced to the extent expected. The Central Committee, in order 
to maintain a quorum in the face of absences due to different 
causes, added two new members in the persons of P. M. Christo- 
phers, representing the coal miners, and E. Winch, representing 
the lumber workers. 

Meanwhile the international unions and the Canada Trades 
Congress were not submitting without a battle to the outspoken 
attack on their policies and the stealing away of their member- 
ship. President Moore of the Congress appointed R. A. Rigg, of 
Winnipeg, to act as his deputy and to do what he could to re- 
establish the international movement in Western Canada, and 
the American Federation of Labor co-operated by appointing 
Messrs. Varley and Farmilo as general organizers for the terri- 
tory.** In addition, some of the internationals became busy with 
circularizing their local branches, and certain individuals who 
had taken part in the Western Conference now came out in open 
opposition. 

In those cases where it came to an open conflict between the 
new and one of the older organizations, the employers tended to 
throw in their weight against the O.B.U. This happened in con- 
nection with the trouble in District 18 of the United Mine Work- 
ers. The miners who had gone out on a strike against a reduc- 
tion of wages on May 24 deserted the international for the 
O.B.U. The U.M.W. head office forthwith revoked the charter 
of the district and sent in a commission to clear up the confusion. 
The latter was able in August to bring back some of the branches 
into the fold, but failed to eliminate the enemy. On December 1 
the dissentients formed an organization under the name of Dis- 
trict No. 1, Mining Department of the O.B.U., so that there were 
two contending bodies of miners in this area. In the course of 
negotiations between the operators and the strikers during the 
summer the former demanded as a prerequisite to any reinstate- 
ment of strikers that the worker’s officers must be vouched for 

™ Report of Thirty-fifth Annual Convention, Trades and Labor Congress, 
P. 45. 
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by the international executive and that some assurance must be 
given that the terms of agreements would be fulfilled.*° 

In several cities where the trades and labor councils deserted 
the old affiliation to take up with the new, the representatives of 
the Trades and Labor Congress were able to save the interna- 
tionals from complete eclipse and to keep a nucleus on the spot 
in expectation of a better day. In Winnipeg, when the Council 
transferred to the O.B.U., Mr. Rigg, on behalf of the Trades 
Congress, forestalled the sending of the charter and seal out of 
the city by taking possession of them, and called a special meet- 
ing. “At this meeting a press committee was appointed with full 
powers to enforce the authority of the Council in respect to con- 
trol of the Western Labour News,” organ of the Council. The 
Secretary and President of the old trades council refusing to 
hand over the property, the O.B.U. was deprived at the outset 
of both news organ and material effects. It formed the Winnipeg 
Central Labor Council on August 5 as an opposition body, and 
began the publication of the O.B.U. Bulletin. Soon after this its 
officers were compelled to vacate their premises in the Labor 
Temple, where they had found accommodation, and seek new 
quarters. In Vancouver Mr. Farmilo, acting under instructions 
from the A. F. of L., secured the old charter issued by the Trades 
Congress and set up a new council under it in competition. In 
this case, however, the property and funds were not recovered 
nor the interest in the British Columbia F ederationist, the organ 
of the British Columbia Federation of Labor.*®* By similar ac- 
tion Prince Rupert also was left in the later part in 1919, with 
two competing trades councils. 

At the close of the year 1919 the O.B.U. reported a total 
membership of 41,150, organized into 1o1 local units, with 8 
central labor councils and 2 district boards. Of the latter the 
coal miner’s board consisted of 17 branches distributed in both 
western coal fields, while that of the metal miners included 10 
local units. As for the O.B.U. following in other industries at 
this time, we find it chiefly in three groups, viz., railway, lumber, 


* Ninth Annual Report on Labor Organization in Canada, p. 32. 
* Ibid., p. 29. 
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and general workers, with the textile trades probably coming 
fourth. 

At the convention of January, 1920, the secretary reported 
a membership of nearly 50,000, although the per capita tax re- 
ceipts for 1919 showed only the small figure of $5,200, indicat- 
ing that the payment of dues (10 cents per month) must have 
been largely optional. The expenditures indicated, as might be 
expected, an active campaign through organizers and literary 
propaganda, the latter term covering, in addition to pamphlets, 
etc., several labor papers that were started in various places and 
run at a loss, in some cases being discontinued when their im- 
mediate purpose had been served. 

The convention continued Pritchard as chairman of the ex- 
ecutive, although he was in confinement. It passed resolutions 
looking to the founding of a national paper and to the use of an 
O.B.U. labei for the benefit of its textile workers; it instructed 
the new executive to build up a fund for the support of wives and 
dependents of members who were serving sentence “for their ac- 
tivities in organizing or otherwise promoting the principles or in- 
terests of the organization”; on the other hand, while declaring 
itself “in full accord with the spirit” of the request, it refused to 
entertain a resolution submitted by the “Winnipeg Defense 
Committee” calling upon “all the workers from the Atlantic to 
the Pacific to take a vote to go on strike to obtain the release of 
these brothers [in prison] . . . . and that the workers in the 
British Isles be asked to co-operate.”** 

During the year 1920 the work of organization went on, two 
regular organizers being maintained steadily in the field, one in 
the East and one in the West. The metal mining district of 
northern Ontario, mentioned by Knight in his report to the Janu- 
ary convention as likely territory, was captured for the O.B.U. 
following a strike poorly sustained by the weak miners’ and 
smelters’ international; additions were made among the coal 
miners of Vancouver Island; and outside of Canada consider- 
able attention was paid to appeals for organizing assistance at 
various points in the United States. Nevertheless the outstand- 


* Report of the convention in January, 1920. 
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ing features of the year were the effective stiffening of the forces 
of opposition, the defection of one (the lumber workers) of the 
four main industries in its entirety, and a general loss in mem- 
bership in Canada. Even Vancouver, the birthplace of the or- 
ganization, failed to pay up its dues, and in September the head- 
quarters was removed to Winnipeg. 

Always ready to carry the battle into the enemy’s territory, 
the O.B.U. prepared a publication entitled the Montreal Shop- 
man and distributed 15,000 copies of it in Montreal while the 
American Federation of Labor was sitting there in convention. 
The action was poorly calculated to lull the sleeping giant, and 
measures already taken by the internationals to put a quietus on 
the youthful upstart appear to have been redoubled. The Build- 
ing Trades Department took action to support the fighting poli- 
cies already laid down by the Canada Trades Congress at its 
convention in May; and the Brotherhood of Maintenance-of- 
Way Employees, it was admitted, sent a check of $50,000 to Sec- 
retary Draper of the Congress, for special organizing purposes 
—to mention only two items. Some of the internationals, finding 
members holding at the same time O.B.U. cards, compelled them 
to destroy these in front of the membership at the meeting.” 

Moreover, the machinery of the law was to be called upon 
once more, and this time again to the injury of the new move- 
ment. A legal decision in Winnipeg found against the O.B.U. in 
the matter of property held by one of its units and originally be- 
longing to a lodge of the Brotherhood of Railway Carmen, order- 
ing the property to be turned over to members who had remained 
loyal to the parent organization. The judgment involved less 
than $900, but it was a precedent. The O.B.U. itself was con- 
tinually hampered by remarks in the daily press implying or con- 
tending outright that it was an illegal organization. 

Over a considerable period a bitter conflict was waged be- 
tween the O.B.U. and the United Mine Workers of America. It 
has been noted that the former, in the summer of 1919, formed 

* Respecting this matter of exclusiveness, the O.B.U. on its part passed a 
resolution at the convention in January, 1920, “that no member be eligible for 


any elective office in the O.B.U. who is carrying a membership card in any inter- 
national union.” 





272 H. A. LOGAN 


a district board with jurisdiction covering the British Columbia 
and Alberta coal areas to carry on its battle for the possession of 
the field. With the passage of time the struggle lost none of its 
bitterness, the O.B.U. being determined to force its enemy to 
withdraw from Canada; while the U.M.W. did not hesitate to 
use both the operators and the machinery of the law to defeat 
the interloper. Preferring the lesser of two evils, and hoping to 
steady conditions, the employers entered into a contract with the 
U.M.W., conceding wage increases and providing that all men 
around the mines eligible to membership in the U.M.W. should 
join that body and agree to sign the check-off for dues, etc. 
Naturally the O.B.U. forthwith declared war on the check-off 
system. A strike of the O.B.U. hands was threatened, but, fail- 
ing of support among the members, was replaced by an attempt 
to force some of the operators to open their mines to O.B.U. fol- 
lowers by charging them with a lockout contrary to the terms of 
the Canadian Industrial Disputes Investigation Act. The at- 
tempt, however, failed, owing, it was claimed, to the action of 
the government operating by virtue of its war-time control of 
fuel. In July, 1920, a new agreement between the operators and 
the U.M.W. gave an increase of 13 per cent in wages. In Sep- 
tember a special convention of the O.B.U. district lodge of 
miners met at Calgary and called a strike for October 1. The 
order, while not fully obeyed, brought a serious interference with 
operations in some localities during the three weeks of its dura- 
tion. The intimidation tactics carried on in connection with the 
strike and the attempts to get U.M.W. members to violate their 
working agreement was met by an injunction against certain 
O.B.U. officials restraining them from interfering with employees 
of the companies desiring to work, and also by a circular letter 
issued by the U.M.W. officials of the district pointing out the 
futility of the strike and the inability of the O.B.U. to give either 
financial or moral support to the strikers. 

Considered as a whole, while it involved the U.M.W. in a 
great bill of expense, the long clash was a defeat for the O.B.U. 
One of its leading effects was probably the betterment of wage 
conditions to the members of the U.M.W.; on October 25 wages 
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were increased for the third time in the year, being advanced 
$2.50 per day over and above the wages in effect on October 31, 
1919. It was plain that throughout the struggle the operators fa- 
vored the U.M.W. and sought to maintain the system of trade 
agreements. The O.B.U. charged that not only the operators but 
the government, from the date of the inception of the new move- 
ment, had met the coal miners with bitter opposition; that the 
object of a certain order issued by the Fuel Controller was noth- 
ing other than the compelling of all miners to become members 
of the U.M.W.* In spite of statements by President Lewis to 
the effect that the O.B.U. had been crushed in the coal fields and 
that Canadian miners were 100 per cent loyal to his organiza- 
tion, events in 1924 in both Alberta and Nova Scotia point to 
deep-lying dissatisfaction and to influences from somewhere sug- 
gesting to the student that old scores are still to be settled.*° 

It is interesting to note that strikes by the O.B.U. exclusive- 
ly dedicated to trade purposes against employers, in 1919 and 
1920, as later, were of minor importance. The battles were for 
the most part for jurisdictional supremacy, and soon developed 
a three-cornered aspect. 

The second significant event of the year (1920) was the loss 
of the lumber workers. Trouble seems to have arisen in the first 
instance over the seating of delegates at the Port Arthur conven- 
tion, only seven of the ten representatives of the lumber workers’ 
union being acceptable to the credentials committee. Thereupon 
the whole delegation, with one exception, withdrew from the hall. 
At bottom the difficulty centered in a difference of opinion as to 
what was to be the basic principle of organization for the O.B.U. 
The lumber workers opposed the geographical or district form, 
whereby all units within a geographical area are linked together 
to form a district board without connection with other units of 
the same industry in other districts except through the general 


” Report of the G.E.B. to the Port Arthur Convention. 

“ An incident in connection with operations in the coal area was the kid- 
napping and deportation into the United States of Mr. Christophers, the regular 
O.B.U. organizer for the western provinces and miners’ representative on the cen- 
tral executive. Government attempts to locate the perpetrators of this act were 
unsuccessful, 





274 H. A. LOGAN 


executive of the O.B.U. They maintained that, while this linking 
up of all units of all industries is necessary, “it is also absolutely 
essential that all units of each particular industry should be con- 
nected throughout the length and breadth of the industry.” They 
refused to abolish their central headquarters, a step which a full 
acceptance of the O.B.U. constitution would have involved.* 
Subsequent to the convention, the Lumber Workers’ Industrial 
Union, after taking a referendum vote, severed its connection 
with the O.B.U. According to a statement of C. E. Berg, secre- 
tary of the Edmonton Branch of the L.W.L.U., it had been by far 
the heaviest contributor to the O.B.U. cause, and doubtless its 
desertion at this time was a hard blow to the latter.** 

Efforts were made during 1921 to come to terms with the 
L.W.I.U. by negotiations carried on at the headquarters of the 
latter at Vancouver. The approaches of the O.B.U. executive, it 
was reported, were favorably received, but at the time the L.W. 
I.U. was anticipating taking part in a conference of progressive 
labor bodies to be called at Chicago by the I.W.W., and, until 
that meeting had taken place, it refused to take action.** Subse- 
quently (1923) the British Columbia branches of the lumber 
workers’ union became identified with the I.W.W., forming them- 
selves into a district union of the American organization. 

The record of the O.B.U. in later years has been largely a 
story of slowing down due to a weakened membership and to a 
lack of funds. With its following (outside of Winnipeg) largely 
among general workers and metal miners and other outlying 
groups, its pace has doubtless been affected more than that of 
most labor organizations by depressed industrial conditions. 
Added to this is the fact that Western Canada, its main field of 
operations, has felt the depression much more keenly than has 
the East. Messrs. Pritchard, Russell, and Johns, who took the 
road almost immediately upon gaining their freedom in 1921, in 

“ Report of the G.E.B. to the Port Arthur Convention. 

“ Eleventh Annual Report on Labor Organization in Canada, p. 41. In spite 
of the argument of the L.W.I1.U. favoring organization by industry, untrammelled 
by geographical divisions, the lumber workers’ units in Ontario have remained 
with the O.B.U. Cf. ibid., p. 45. 

“ Report of the G.E.B. to the Port Arthur Convention, p. 45. 
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the hope of stemming the tide of disintegration, reported, after 
extensive touring of the territory, that organization in the then 
present condition of unemployment was hopeless; and in the 
convention held at Winnipeg in September, 1921, the secretary 
pointed out, in accounting for the small financial receipts for the 
year, that large numbers of members who were really in good 
standing had been unable to keep up their dues.** The executive 
board on the same occasion was compelled to admit that the 
O.B.U. was “practically defunct in the coal fields.” It reported 
that “the miners were strong for the O.B.U., but that the Gov- 
ernment Coal Control Board were enforcing the compulsory 
check-off, thus forcing the miners unwillingly to become a part 
of the U.M.W.A.”** As a matter of fact the charter of District 
18 of the U.M.W. was returned from headquarters and autono- 
my restored to the district in August in place of the “commis- 
sion” government which had functioned since the revocation of 
the charter in 1919. By the end of 1921 Messrs. Johns, Midgley, 
Knight, and Christophers, of the old guard, had all resigned 
from active participation in the O.B.U. 

Statistics of membership in recent years are not readily avail- 
able owing to the failure of the officers to make returns to the 
Department of Labor. The latter estimated the membership at 
the end of 1920, following the defection of the Lumber Workers, 
to be as low as 5,000, with the local units numbering 50. At the 
close of 1921 it was put at 5,300, with 4 central labor councils 
and 34 locals. Standing in apparent conflict with these estimates, 
however, is the fact that sixteen delegates were present at the 
September convention of the latter year, which, according to the 
constitution, would signify a membership of upwards of 16,000.“ 
The membership in 1923, according to the General Secretary, 
was in the neighborhood of 15,000. As for geographical distribu- 

“It is to be noted in this connection that a clause of the constitution pro- 
vides for exemption of members from payment of dues when such a course seems 


justifiable to the local unit officers. Regular exemption receipts are issued by the 
local secretaries to such members. 


“ Report of the G.E.B. to the Port Arthur Convention, p. 45. 
“ Cf. Constitution, clause 23, for basis of representation. 
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tion, the center of the movement is still in Winnipeg, where the 
railway workers, street-railway operatives, and general workers 
have stood firm and whence issues the official organ.“ 

One of the most interesting features in O.B.U. history, and 
during the years 1922-23 probably the outstanding object of its 
propaganda, has been its antagonism toward the Trade Union 
Educational League and its counterpart in the Dominion, the 
“Workers’ Party of Canada.” On the occasion of the first con- 
vention of the latter body held at Toronto in February, 1922, 
several O.B.U. members were present as representatives of vari- 
ous western cities, R. B. Russell being the official delegate from 
the organization. The heated discussion that took place brought 
into the open the stubborn lines of difference between the two 
revolutionary bodies. The majority of the delegates, it would 
appear, came to the meeting already converted to the principles 


“ Since the above was written a report to the Department of Labor by the 
general secretary supplied the information that at the close of 1925 the O.B.U. 
had fifty-six units under charter, three of which were located in American cities, 
the total membership being 17,856. During the year seven units were established : 
four in Nova Scotia, chiefly among the Pictou miners, and one each in New 
Brunswick, Quebec, and Manitoba. Central labor councils are reported at Win- 
nipeg, Moose Jaw, and Thunder Bay (see Fifteenth Annual Report on Labor 
Organization in Canada, p. 51). The O.B.U. had little respect for national boun- 
daries, and its battle against the international unions was in no sense engendered 
by the fact of their foreign membership. During its first year organizers Knight 
and Kavanagh were sent across the border, the one to Montana and the other to 
California. The California mission seems to have yielded little fruit at the time, 
owing to confusion with the I.W.W., but the report of the convention of Janu- 
ary, 1920, lists among the accredited delegates a metal miner from Butte, Mon- 
tana. Efforts were also made to establish branches in Chicago, and in the spring 
of 1920 a lodge of sheet-metal workers was converted from the international 
faith and went over to the O.B.U. Later we read of Mr. Knight paying a visit 
to New York. It was soon announced, however, that owing to lack of funds the 
Canadian organization could not continue to carry the responsibility of organiz- 
ing beyond Canada, and that the American membership would have to make 
that their own affair. At a convention held at Chicago in April, 1920, a general 
executive board for the United States was elected and the membership south of 
the line turned over to it. At this time there were O.B.U. units at Milwaukee, 
Chicago, Neihart, Butte, Los Angeles, San Francisco, Oakland, Seattle, and To- 
ledo (see Tenth Annual Report on Labor Organization in Canada, p. 30). In 
1922 the division claimed a membership of 30,000, according to Savage, with 
branches at Lawrence, Massachusetts, Altoona, Pennsylvania, and in some thirty- 
eight western cities (cf. Savage, Industrial Unionism, p. 182). 
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of Fosterism, and a resolution was brought in practically indors- 
ing the policy that the radicals should operate by getting into the 
craft unions for the purpose of fusing and amalgamating them 
into industrial unions, and then to have these affiliate with the 
Red International Labor Union at Moscow. To this end clause 
2 of the resolution read: 

. . . » Not only must the policy pursued by some groups in the past of 
seeking to revolutionize the labor movement by splitting away to form new 
ideal unions be completely abandoned; not only must dual unionism be vig- 
orously combated; but positively all tendencies to consolidate the trade 
unions by amalgamating the related crafts on the basis of one union for 
each industry must be fostered within the existing trades.*® 


While looking to the same ultimate goal, viz., the overthrow of 
capitalism and the capitalist class, the entire method of proce- 
dure is opposed to that of the O.B.U. The wording, in effect, says 
the whole struggle put up by the latter against the internation- 
als is a mistake, and that its organization is poorly conceived. 
Delegate Russell, supported by a few others, proceeded to point 
out the weakness of the new plan, contending that the workers 
in the West would refuse to go back to the old craft organiza- 
tions; that the A. F. of L. today, more than ever, was pursuing 
policies calculated to destroy the “class concept” in the minds of 
the workers and pandering to a caste psychology; that one union 
for a whole industry, regardless of geographical lines, was un- 
fitted to many industries; and finally he declared there were two 
paths for the convention to take: one was to indorse the O.B.U.; 
the other was to give their whole-hearted support to the A. F. 
of L. instead of advising the workers to crawl in by the “back 
door” to destroy it.“ Propaganda, both in the columns of the 
Bulletin and in separate pamphlets, has been operated by the 
O.B.U. arguing the case against the newer radical methods. A 
recent publication bearing the title The Futility of Fosterism 
contends that in a destructive way these policies have done great 


“Report of R. B. Russell, of convention of Workers’ Party of Canada, 
February, 1922. 

“Some explain the refusal of the O.B.U., in face of criticism, to affiliate 
with the Red International as due to this “back to the union” policy of the 
latter, 
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injury in Canada. Entering the country almost at the same time 
as the formation of the O.B.U., they have divided the progres- 
sives in the ranks of labor as to what type of organization they 
should choose, and have thus defeated the one attempt to form a 
true radical movement. In an editorial of January 3, 1924, the 
O.B.U. Bulletin speaking editorially of this “ghastly failure” of 
“linking up the emancipation with the most reactionary labor 
leaders,” says: “This attitude on the part of the Workers’ Party 
has caused hundreds of workers to climb on to the fence dis- 
gusted, announcing that the game is not worth while, and that 
they intend to remain unorganized.” 

The advocates of the Workers’ Party, on the other hand, 
have charged the O.B.U. with having become reactionary, a mere 
appendage of the Socialist Party of Canada, and out of line with 
the authorities at Moscow. Doubtless the O.B.U. has been con- 
siderably weakened by the subtle offer of an easier road to the 
goal of proletarian conquest. 


Passing by its relations with other bodies, both in Canada 


and beyond, and leaving out of consideration the early ebulli- 
tions of certain leaders against constituted government, its repu- 
diation of the political weapon, etc., we may well pause to esti- 
mate what is for us the really important matter, viz., the O.B.U. 
as a form of labor organization. But here again we cannot pro- 
ceed far to any purpose without recalling its philosophy and re- 
lating the mechanism to the principles it was intended to serve. 
The O.B.U. was built upon the idea of a social order composed 
of two elements, workers and non-workers, between which runs 
a clear line of cleavage—two classes with interests opposed and 
mutually exclusive. Speaking from the standpoint of logical 
adaptation of tools to viewpoint, if we adopt the class-struggle 
philosophy as the phrase is interpreted by labor radicals, the 
general strike as a means to class victory is a natural sequitor, 
inasmuch as different employers have no separate rights to indi- 
vidual treatment in their relations with the workers. They are 
simply different sensitive points in a common organism which 
the workers must at all costs destroy. On the other hand, if we 
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do not eliminate all other lines in deference to this concept of 
class; if we see individual employers as separate entities with 
differing degrees of guilt and deserts, and differing rights to fair 
treatment by their workers; if, moreover, we admit the presence 
of a third class in society and are inclined to stress its rights; 
then the general strike, as contemplated by the O.B.U., blocking 
entirely the industrial and commercial life in a chosen area to 
force a point against certain employers, is a logical, as well as an 
ethical, error. Possibly between the two viewpoints, and incor- 
porating some of the truth of each, there are others, which, while 
permitting the use of explosive weapons, would set definite limits 
and rules for their operation. The followers of the O.B.U. have 
had no doubts about their point of view; they have ever chosen 
the first of those just outlined and, building from there, have de- 
veloped a system that is logical and whose weapons are effective 
up to the point where their employment meets with the condem- 
nation of public opinion and brings down upon those who wield 
them the heavy hand of the law. 
H. A. Locan 
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AN AUTOMOBILE MORTALITY TABLE FOR 1928 


O PREDICT the future is always a hazardous task and one 

that should be undertaken with a great deal of hesitancy. The 

recent trend, however, of automobile fatalities has been so 
definitely and consistently upward that it is difficult to avoid raising 
this issue: What can we expect from the automobile as an instrument 
of death in the near future, say 1928? 

Unless a radical change occurs in conditions influencing automo- 
bile accidents during 1928, past experience indicates that the automo- 
bile will be responsible for not less than 22,700? and not more than 
27,300 fatalities.® 

This prediction is based on a study of two series of automobile fa- 
tality figures.* One of these series was obtained from the National Au- 
tomobile Chamber of Commerce,’ the other was gathered as far as pos- 
sible directly from original sources. 

The first series covered the period from 1917 to 1926, inclusive. 
It was found that both a straight line and a compound interest curve 
could be fitted fairly closely to the entire series of data. Forecasting on 
the basis of the straight line trend, 1928 holds in store approximately 
23,500 automobile fatalities. A forecast on the basis of the logarithmic 
line indicates that in 1928 there will be probably 26,000 automobile 
fatalities. Of these two forecasts it was found that the latter probably 
is the more accurate. 

* Throughout this discussion the Bureau of Census definition of automobile 
fatalities has been used. This definition excludes fatalities resulting from colli- 
sions between automobiles and heavier vehicles, principally railroad trains and 
street cars. 

* This figure was obtained by taking the lowest estimate and subtracting 
from it the standard error. In this case the lowest estimate was approximately 
23,400 fatalities and the standard error was roughly 700 fatalities. 

* This figure was obtained by taking the highest estimate and adding to it 
the standard error. In this case it was roughly 26,800 fatalities and the standard 
error was approximately soo fatalities. 

*For a complete discussion of the sources of the data used and the methods 
of computation employed in making the 1928 predictions, see the writers’ article 
on “The Trend of Personal Automobile Accidents,” Journal of Business of the 
University of Chicago, April, 1928. 

* This organization bases its figures on data obtained mainly from the United 
States Bureau of Census. 
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Through inspection, however, it was discovered that the trend in- 
dicated by the figures for the last six years of the 1917 to 1926 period 
differed somewhat from that of the entire ten-year period. According- 
ly a straight line and a compound interest curve were fitted to the data 
for the period between 1921 and 1926. The straight line indicated that 
during 1928 there would be probably 24,700 automobile fatalities. 
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* The method of calculation employed in securing the figures 


presented in this table is as follows: 


a) The probable midyear population for 1928 was determined 
to be 119,204,400 by a straight line projection by the method of least 
squares applied to the actual midyear figures for 1916-26, inclusive. 


6) By applying the Bureau of Census normal distribution of 
population among the various age groups to the predicted total 
= for 1928, the probable popu.ation in each age group was 

termined. 


c) The probable percentage of total fatalities by age groups was 
determined by an analysis of the statistics of ten states which ify 
automobile fatalities by age groups. 


d) By applying the percentages determined in (c) to the auto- 
mct:!s fatality predictions for 1928, the probable automobile deaths 
in eaca age group were determined. 


e) Finally, the probability figures presented in the table were 
determiaed by —e. the probable automobile fatalities in the 
respective age groups by the estimated population of these same 
respective age groups. 


The compound interest curve, if projected to 1928, would show a much 
larger figure, 26,800 automobile fatalities. Of these two predictions, 
the first probably is the more accurate. 

The series of data obtained more directly from original sources in- 
dicates a much lower annual automobile fatality rate. This series cov- 
ers the period from 1921 and 1926, inclusive. Both a straight line 
curve and a compound interest curve were fitted to the data. The 
straight line projected to 1928 indicates 23,400 fatalities. The com- 
pound interest curve projected to 1928 shows 25,800. Of the two pre- 
dictions, the former appears to be more accurate. 
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Assuming that the lowest specific prediction, 23,400 automobile 
fatalities, is likely to be the most accurate, what is the probability of 
persons at various ages being killed by automobiles during 1928? 
The above table attempts to answer this question. This table shows 
clearly that, aside from children under ten years of age, as we grow 
older the probability of our being killed by the automobile very decid- 
edly increases. Relative to the number living at the various ages, 
the group that is subject to the greatest automobile fatality hazard 
consists of persons who are over seventy-nine years of age, while the 
group that bears the least automobile fatality hazard is that composed 
of persons between ten and twenty years of age. Throughout all the 
various age groups the probability of death by the automobile is signifi- 
cant when compared with the probability of death from all causes or 
any other specific accidental cause. 

It should be noted that this mortality table is based on a number 
of estimates. The probable automobile fatalities for 1928 had to be 
predicted; the proportion of these fatalities in the various age groups 
had to be estimated; and the population in the various age groups had 
to be forecasted. 


S. H. NERLOvVE 
W. J. GRAHAM 


UNIVERSITY OF CHICAGO 
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A Grammar of Politics. By Harotp J. Lasxrt. New Haven: 
Yale University Press; London: George Allen and Co. 
Ltd., 1925. 

Professor Laski dedicates his book to Sidney and Beatrice Webb, 
confines his quotations to radical intellectuals, and ranges himself 
with the Fabian Society, Bertrand Russell, George Bernard Shaw, 
Thorstein Veblen, Graham Wallas, etc. 

He has a chapter on sovereignty, too complicated a subject for us 
to enter upon at length. Suffice it here to say that, while it contains a 
number of suggestive ideas, its tendency is to deny its existence in an 
absolute sense and to exalt international over state sovereignty. He 
even goes so far as to say, on p. 65, “England ought not to settle what . 
armaments she needs; the tariffs she will erect; the immigration she 
will permit to enter. These matters affect the common life of peoples, 
and they imply a unified world organized to administer them.” 

Professor Laski is very insistent about rights, though he occasion- 
ally acknowledges that there are duties attendant upon rights. But is 
not this putting the cart before the horse? Is it not that rights accrue 
only from the fulfilment of duties? Has the able-bodied man, unwilling 
to work, any claim upon either industry or the state? Surely is not 
what claim he has, if any, on sympathy, that is, charity? Many of us 
are not overdisposed to grant him even that. On the same basis of ab- 
stract right Professor Laski condemns our non-enforcement of the 
Fourteenth Amendment. The fitness of the negro masses of the South 
to assume the duties of citizenship does not seem to him a bar. He also 
insists on manhood suffrage in its extreme form, allowing no exception 
of even the manifestly unfit. He even goes farther and demands that 
employees be entitled to share in the function of employers without 
the assumption of any of the attendant risks and responsibilities. 
More plainly stated, this amounts to the assertion that the employee 
has an abstract right to join in the selection of the risks and responsi- 
bilities his employer must assume. 

Lastly he insists upon it as an inherent right, regardless of any 
economic interests involved, that everyone should enjoy a certain min- 
imum of the annual product, independent of his contribution to pro- 
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duction, and independent of there being, at the time, enough to go 
around. On page 111 he says, “We require an external body which 
can, by research, discover a basis from which an effort can be made 
to render a return to each man according to his power.” (‘The reader 
should note here that the proportioning of reward to efficiency now au- 
tomatically determined by the entrepreneur in the payment of wages, 
in proportion to what he believes services are worth, is to be artifi- 
cially and arbitrarily settled by the state, which involves the practical 
enslavement of the laborers.) “But these powers, when they are espe- 
cially remarkable, can only be satisfied after the general wants of all 
have been supplied.” Now what are these general wants or minimums? 
A bare subsistence is all that society has hitherto regarded as such 
minimum. That leaves the greater part of what is produced for “re- 
turn to power.” Communists insist that nothing should be so left over. 
Though Professor Laski theoretically disallows this claim, he raises 
his minimum to a point that brings him into practical agreement. Ob- 
sessed with the idea that rights are fundamental, he especially stresses 
one of them—the demand for “self-realization.”” On page 433 he says, 
for instance, “He must be able, by his effort, to purchase for himself 
the means to self-realization, so far at least as these are dependent 
upon material factors.” Now none of us, with the possible exception of 
millionaires, who have no rights anyway, but could use more “mate- 
rial factors” for “self-realization” than our incomes allow. The infer- 
ence would naturally be that Professor Laski does not mean quite what 
he says, were it not that he attempts to meet the difficulty when he 
says, on page 108, “We do not know of what our industrial system is 
capable until we organize it for use instead of for profit.” This, how- 
ever, ignores the fact that the demand for self-realization is an elastic, 
indeed an unlimited, demand, and would not be fully satisfied even if 
production were increased fifty-fold. As there would be nothing left 
to reward intelligence or effectivenes, distribution would be commu- 
nistic. Natural limitations exist not only to the gratification of desires 
but to the satisfaction of rights, even when established by the previous 
performance of duties. Here, as at many other points, the argument of 
socialism is only disguised communism. 

Hostility to private profit is an obsession of socialists and com- 
munists, but do any of them ever show any proper understanding or 
appreciation of the entrepreneur’s function in industry? 

Now it is a significant fact that during the last twenty years the 
trend of economic thought has been toward a fuller recognition of the 





BOOK REVIEWS AND NOTICES 285 


dominant position of enterprise and profit. The science is rapidly ori- 
enting itself upon enterprise and the entrepreneur as the fundamental 
bases of economics around and upon which all economic laws should 
be grouped. Capital, land, and labor are only subsidiary factors, each 
furnishing a means which enterprise utilizes. The entrepreneur alone 
furnishes economic purpose, and subjects himself to the consequences 
of the projected undertaking. It is only by an accident that purpose- 
less effort can create value. It is purpose that is creative. The enter- 
priser is therefore the only producer of commodities, according to any 
correct use of the term production. No one ever claims that capital 
produces commodities, or that land produces commodities, despite the 
fact that every material thing originates in nature. Yet the idea that 
labor alone produces commodities either is brazenly asserted, or cov- 
ertly lurks in the dark recesses of the brains of all the socially mind- 
ed. Speaking figuratively, we may say that the hand paints the pic- 
ture, but we never credit the hand with the creation of a work of art. 
It is the brain, not its instrument, that creates. 

Again, as the entrepreneur is the only production factor, he is also 
the only real creator of every advance in material civilization. The in- 
ventor’s idea is barren until someone is found who will subject himself 
to the results of its application. Present civilization, incomplete as it 
may be, is something of an accomplishment. The industrial organiza- 
tion that has secured it for us is at least worthy of an attempt at un- 
derstanding, so far at least as the recognition that enterprise renders 
very essential services, worthy of reward. 

As to property rights, Professor Laski has a basic principle, too 
extreme for even his own rigid application. He limits the property any 
individual has a theoretic right to hold to a life-interest in sums saved 
from what he has received for services rendered by himself personally; 
that is to say, out of wages, inclusive, of course, of wages of manage- 
ment and fees for professional service. This excludes inheritance, and 
anything saved out of rent, interest, and profits. Why are savings from 
wages alone sacred? Property rights are not indeed absolute, but their 
limitations arise not from their origin, unless of course when this ori- 
gin is tainted by fraud, but by their use, which must not involve posi- 
tive detriment to others. 

Propaganda is largely dependent upon catch-words. The distinc- 
tion between “organization for service” and “organization for profit” 
is very dear to our author because of the implied moral superiority of 
the former. The real distinction is this, that in the latter form of or- 
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ganization men combine their activities under the stimulus of a pre- 
arranged distribution of the product, while under the former distri- 
bution is left indefinite, that is, to chance, or to the arbitrary and arti- 
ficial disposition of the state. Properly stated, no question of moral 
superiority appears. All that remains is a question of expediency dif- 
ferent for each individual case. Moreover, does not “organization for 
profit” involve “organization for service”? The success of enterprisers 
depends wholly on how clearly they divine the character and extent of 
the services demanded by the public. On the other hand, “organiza- 
tion for service” necessarily involves an unpredetermined and indefi- 
nite distribution of services afterward determinable only by chance or 
by arbitrary and artificial means and methods. This >eing so, how can 
a socialized state avoid the regulation of consumption? Then the 
query necessarily arises whether the socialized state, having become 
the only employer and the only distributor and having assumed the 
functions of the private entrepreneur, the private landlord, and the 
private capitalist, will not be forced to absorb the remaining produc- 
tive factor. Must not all the citizens become the property of the state? 
What makes one man the property of another? Manifestly when the 
master determines the amount and direction of his efforts, and the por- 
tion he shall receive of the results of his directed efforts. Even when 
a benevolent master, or a philanthropic state, divides all the results 
among the laborers, they are not thereby freed. 

Now all organizations need regulation. There is no doubt about 
that. But not only is regulation costly, as there remains one less pro- 
ducer for each regulator withdrawn from production, but it is also al- 
ways harmful in some ways, however useful and necessary in others. 
What must strike any unbiased reader is the extreme minuteness and 
complexity of the system for regulating socialized production advocat- 
ed by Professor Laski. Boards and committees and investigating com- 
missions galore. Everybody, including the regulators, is to be distrust- 
ed, watched, regulated, and hampered, to the destruction of all free 
action and initiative. Why is this so essential in an organization that 
promises to exalt altruism? Our author’s instinct is nevertheless cor- 
rect. Persons whose personal incentives are inhibited are naturally 
and inevitably less strenuous about the fulfilment of duties. Public 
officials are notoriously somewhat lax and easy going. And we do not 
have to appoint regulators to make sure that private individuals, seek- 
ing their own ends, are “on the job.” Moreover, state regulation, 
which is the utmost our present automatic system requires, is one 
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thing; administration, which “organization for service” is to assume, 
is another and much greater thing. When it is recognized that the 
nationalization of enterprise, for the purpose of destroying private 
profit involves the nationalization of land, capital and labor likewise, 
the prospect as to regulation and administration expenses becomes 
appalling. The state must of course fix the prices of what it produces 
high enough above the first costs of production not only to cover these 
enormous costs of administration, but to cover funds needed for the 
replacement of worn-out capital goods and for the fresh investment 
needed for progress, also for charitable and educational purposes, for 
research and amusements and recreation, also all expenses for war and 
defense. The state must profit to live. 

Where industry is only partially nationalized, and that slowly and 
progressively, the difficulties and consequences herein pointed out are 
mitigated. And that is all Professor Laski proposes for the present, 
but he apparently favors the nationalization of much the greater part 
of industry—sufficient at least to make the difficulties we have pointed 
out of very serious moment. He leaves agriculture out of the account, 
alleging that he does not know enough about it. If it is as imperative 
as our author claims that profit should be eliminated from bread, milk, 
and other vital necessities by nationalizing bakeries and milk routes, 
why is there not the same necessity for nationalizing the raising of 
wheat and cattle? Does it require an intimate knowledge of farming 
to answer this question? How the completely socialized state can se- 
cure the necessary revenue is ignored by our author. Evidently its 
only resource is, as stated above, to fix the prices of what it produces 
above the first cost of production. To a partially socialized state the 
recourse is open of taxing what individual enterprises are left, which, 
however, would not long survive under regulations advocated by Pro- 
fessor Laski, which strive to prevent any profit above an average ever 
being realized, while making no provision for losses. 

Now of course there are industries such as the post-office that it 
is proper for the state to assume. What are the economic principles 
that should govern their selection? There are two circumstances gov- 
erning such selection. The first is that peculiar circumstances exist 
that enable the state to produce at less cost than private enterprise. 
The second -jusification arises from the fact that every industrial un- 
undertaking has individualistic and social results which the enter- 
priser does not bring into his calculations, as they have no market 
value. Their net importance, therefore, can only be guessed at; but 
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when their importance is manifestly over-ruling, the state should step 
in, and, when regulation fails to secure their sufficient recognition, na- 
tionalization is justifiable if the loss of efficiency is not too great. 
These self-evident propositions do not seem to have occurred to Pro- 
fessor Laski as he advocates a nationalization based not on expedien- 
cy, but upon the abstract rights of man as man. Thus on page 436 he 
divides industries into three classes in accordance with his conception 
of the order in which they should be nationalized; namely, first, “In- 
dustries urgently affected by a pultic character, which are monopo- 
listic in their nature,” viz., those based on franchise, such as railroads 
and other public utilities. Secondly, “Commodities which are definite- 
ly desirable but not necessarily urgent in the former sense; but in the 
first group of this [second] category, as for instance the supply of 
milk and bread, the less room for private profit the better.” “There 
will be, thirdly, the category in which the commodities produced are 
not invested with a public character,” such as, as stated later, toys, 
books and perfumery. This third class, for the present at least, he 
would leave to private enterprise. Is not our author’s classification, 
ostensibly founded upon abstract rights, really prompted by an unin- 
telligent hatred of private profit? Why should a monopoly, subject as 
it is to reguiation, be nationalized when it serves better under private 
management? Why should the nation run all the bakeries and dairies 
if this will result in dearer and poorer bread and milk? Is not the 
proper question one of expediency in each individual case, allowance 
being of course made for individualistic and social considerations af- 
fected? 

Professor Laski’s book is not without some considerable merits, 
especially as the argument of an advocate, which is perhaps all it was 
intended to be. Its style is clear, its tone is moderate even in the state- 
ment of its most immoderate claims. It is fairly correct in its state- 
ment of facts. It bears the impress of laborious research and thought. 
Despite considerable exaggeration, it contains a powerful presentation 
of the shortcomings of the present industrial system. It is full of sug- 
gestions for betterment, many of which seem practicable. What criti- 
cisms of it have so far met my eye are on the whole quite favorable. 
I have failed, however, to find any comments on the points I have em- 
phasized in this paper, namely, the claim that certain rights of the 
individual are absolute, regardless of whether the attendant duties are 
performed, and even, it would seem at least, regardless of the possibili- 
ty of their satisfaction, which claim is the foundation stone of his sys- 
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tem; his lack of appreciation of the function of enterprise and profit, 
the very subject of his attack; his ignoring of human nature, shown by 
the quiet assumption that the ideal will perfect itself once the entre- 
preneur is banished, that socialized production must result in exact 
justice to everybody as well as in increased efficiency, on which points 
he does not even hint at the possibility of debate; his failure to appre- 
ciate the fact that many of his propositions are communistic and that 
socialism is only temporarily a middle ground between private indus- 
trialism and communism; his failure even to think of the possibility 
that the state, when it has absorbed three of the productive factors, will 
thereby be forced also to absorb the fourth—labor; and, lastly, the ar- 
tificiality and impracticability of any system requiring the minute and 
drastic regulation and supervision he advocates, showing the same dis- 
trust of the efficiency of altruism on which the objections to socialism 
and communism are so largely founded. 
Frep B. HAWLEY 
Yae UNIVERSITY 


The Story of Human Progress. By LEON C. MARSHALL. New 


York: The Macmillan Co. 8vo. Pp. xvi+548. Readings 
in the Story of Human Progress. By LEON C. MARSHALL. 
New York: The Macmillan Co. 8vo. Pp. xi+493. 
Textbooks are the common carriers of learning. They are to edu- 
cation what railroads, ships, trucks, and planes are to trade. Their 
significance lies, not in the humdrum labor done from day to day, im- 
portant and necessary though this may be, but in their power to stimu- 
late, fertilize, and leaven. Applying this yard stick and modestly trying 
to read the signs of the times, I have come to the conclusion that in 
the appearance of this text and book of readings on The Story of Hu- 
man Progress we are witnessing a striking gain in the transportation 
of thought. Even if these books in their present form are not them- 
selves destined to perform the major part of this educational work, 
and even if some of their contents should be found wanting and be rad- 
ically revised, their value as the leaven of much of the work to be done 
in the educational work of the future seems definitely assured. The 
vision, the ability to discern between the vital and the trivial, between 
the lasting and the passing, and above all the intellectual honesty 
which speaks from almost every page of the books, justify such hopes. 
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In trying to acquaint the reader with the aims and general struc- 
ture of these books—the text and reader are so closely correlated that 
general remarks on aim and contents may well refer to both of them 
—I cannot do better than to quote from the preface: 

The Story of Human Progress is a preview of social studies. The pur- 
pose of this preview is simple, and at the same time ambitious. It seeks to 
give the pupil a coherent view of the main forces or factors involved in liv- 
ing together in society. It seeks to give him a simple, consistent framework 
to which he may attach his later thinking and experience, to the end that he 
may come to think of life as a whole rather than as a series of scattered 
fragments, and to the further end that he may become qualified “to take an 
intelligent and effective part in an evolving society.” 

The framework of this present preview is simple. In effect it takes the 
position that, for the pupil of junior high school age, it is sufficient to talk 
of four main aspects of living together. They are summed up in these ex- 
pressions: (1) Man the harnesser of nature. This is a discussion of man’s 
increasing control of his environment. The discussion culminates in a sur- 
vey of the services rendered by scientific knowledge. (2) Man the com- 
municator. This is a discussion of how man multiplies his powers by com- 
munication, and a survey of the work of the great communicating agencies 
and institutions of society, such as trade, transportation, language, the 
press, the school, the church, and the family. (3) Man the social organizer. 
This is a discussion of how man multiplies his powers by co-operation with 
others, and a survey of the work of our social institutions such as law, gov- 
ernment, the market, competition, and private property. (4) Man the 
idealist and aspirer. This is a discussion of the vital importance of ideals 
and aspirations, and a survey of our developing ideals. 


We are dealing here with a reform project which in some respects 
is almost revolutionary in its aims and methods. If the ideas con- 
tained in these more than a thousand pages are to become an integral 
part of our national curriculum, their immediate effect upon the teach- 
ing of history, geography, and English will be startling, but their 
repercussions on college work will prove no less significant. 

The question arises whether such a revaluation of values in sec- 
ondary education is desirable and feasible. As far as desirability is 
concerned, most educators will agree. One fact which stands out clear- 
ly among the results of modern scientific study of educational aims 
and methods is the greater emphasis upon social efficacy as the pri- 
mary aim of all education in so far as education is carried beyond the 
point of primary instruction in the fundamental arts and skills and in 
so far as it goes beyond the purely vocational training of the individ- 
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ual. Increased ability to play well our part in modern society and con- 
sciously to adjust ourselves to the increasing complexities of modern 
life is more and more generally recognized as the cornerstone of our 
educational system. 

Thus we see that the invasion of the high school field by the social 
sciences is part and parcel of an organic growth. There can, therefore, 
be no question as to the general direction in which we must travel. 
The question is merely one of determining how far we should go. That 
brings us to the discussion of the feasibility of a general introduction 
of such books as those discussed here into the junior high school. To 
realize the stupendous import of this problem we must only keep in 
mind the innumerable variables which enter into our calculations. 
Geographical differences, local peculiarities, discrepancies in school 
laws, wide variations in the quality and training of teachers and prin- 
cipals, and in the mental equipment and preparation of pupils alike, 
in the length of the school term, and of the school life of the individual 
pupil must offer almost unsurmountable difficulties to any universal, 
or at least nation-wide, reform effort. Sacrificing the picturesque and 
spectacular militarist and stateman of yesterday to the more modest 
almost drab hero of modern science and industry will further add to 
the difficulties of wide introduction. But after all, this is pioneer work, 
and the path of the pioneer is rough. If the venture of Professor 
Marshall does not founder on this rock of difficulty of introduction it 
will be because the work is done well, because it contains certain ir- 
reducible minima of social education which simply have to find a place 
in the school curriculum whether this space exists today or whether it 
has to be created. 

This brings us to a second part of our discussion, namely, to a 
critical appraisal of the books themselves as far as content and presen- 
tation are concerned. Judging by their history, these books are inter- 
esting examples—one may almost say models—of scientific textbook 
building. From the Preface we gain an insight into their past history. 
As to the slow and careful way in which the books were evolved we 
read: 

This preview is submitted to the educational world only after careful 
study and testing. I refer not so much to a fairly long apprenticeship in the 
social sciences and to fairly intensive work in attempting to see them as an 
organic whole, as to the actual preparation of this preview. That process 
has run through many years. Participation with Mr. Charles H. Judd in 
the preparation of the Lessons in Community and National Life, issued in 
1917-18 by the United States Bureau of Education and the Food Adminis- 
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tration, marked the first publication of material for school use. Since that 
date the time of the preview has been worked over repeatedly with social 
science and educational experts. The material itself has been mimeographed, 
printed, criticized by teachers, and tested in class use. 


Farther on we read the names of almost fifty collaborators, including 
college professors, experts in various fields, leaders in theory and prac- 
tice of teaching. 

Aims were scientifically determined, not through trial and error, 
but through analysis of numerous facts; methods of approach were 
critically studied, and the best ones carefully selected; the result was 
checked and rechecked by the critical reading of experts as well as by 
the perhaps more critical reading of the pupils themselves. 

The books are also models of concrete presentation coupled with 
careful abstraction of fundamental principle. As to the treatment of 
the subject matter, the Preface has this to say: 

The treatment is concrete, not abstract, being built up by means of 
series of type cases. The concepts and the type cases are not discussed for 
their own sake or as ends in themselves. Always their meaning and signifi- 
cance in social living are emphasized. Always the type case and the illustra- 
tions are drawn from the realm of the pupil’s own understanding and ex- 
periences. Always they are pointed toward making an organic whole of his 
experiences and knowledge. Always the discussion culminates in a consid- 
eration of the factors involved in living together well. 


Amidst a forest of facts and details we never lose sight of the essential 
ideas. As examples of “hewing close to the line,” the books are hard 
to excel. There is no riding of hobbies of specialists; every effort is 
made throughout to apply to the work the final test of usefulness, that 
is, its value as a guide through the life of today and tomorrow. 

If after this unstinted praise, which at times to the uninitiated 
must seem exaggerated, I feel compelled adversely to criticize certain 
features of the work, I do this in the knowledge that books of this 
caliber stand up well under rough treatment. The descriptive discus- 
sion of the iron and steel industry beginning on page 93 of the text 
will suffice to illustrate a point I wish to make. We are told that we 
are living in the “age of steel.” A clear comprehension, therefore, of 
the basic tools of this great industry—the blast furnace, the open 
hearth, and, to a much lesser degree, the Bessemer converter—seem 
very important, if not vital. Yet I seriously doubt whether the child 
through reading these pages will obtain this clear comprehension. In 
the first place the conception of the blast furnace as a big stove rather 
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than as an organic system of various interdependent units made up of 
the furnace proper, the stoves, the blowing engine, the power-house, 
the loading equipment, and the network of carrying and shifting de- 
vices which move the enormous quantities of raw materials to, and of 
pig iron and slag from, the furnace, seems to me not only incomplete, 
but in places even faulty and misleading. It compares unfavorably 
with many other descriptions of this subject matter. If, then, the ad- 
ditional error is made of saying that “great volume of hot gas fumes 
pours out of the gas outlet at the top; these gases are made use of as 
a by-product,” in other words, if the wonder of it all, that re-creation, 
that regeneration of heat is omitted, the child carries away an imper- 
fect, if not an erroneous, impression. Similarly, in the case of the open 
hearth, the essential point, which to my mind is the use of the regen- 
erative furnace principle, is overlooked, and, because of that oversight, 
an erroneous comparison is drawn between Cort’s puddling process 
and the Siemens open-hearth process. As a matter of fact, if essentials 
are considered, the resemblance between the open hearth and the blast 
furnace seems more striking. By stressing a resemblance which is 
based on unessentials and by not stressing a contrast which is based 
on essentials, a great lesson is missed. In this connection we must re- 
member that faulty first impressions received in early years are hard 
to eradicate and that a mind filled with half-baked ideas is a worse ob- 
ject of education than one ready to receive its first impressions. 

The reason for mentioning these details is that possibly this de- 
fect in the technological treatment of the most essential industry of 
our day is symptomatic rather than accidental and exceptional, and 
therefore of great importance. These defects are most probably due 
to the brevity with which, on account of limited space, this unusually 
complicated topic had to be treated. To what extent this criticism 
applies to other parts of the technological materials only a more thor- 
oughgoing search than I have been able to make will reveal. If the 
defect is merely an exception, so much the better. If, on the other 
hand, it is a necessary result of the per se laudable attempt to treat 
even complicated matters in a few words, then the question arises 
whether or not it may seem wise to spread the entire study over a 
longer period of years. This, of course, might crowd the more spe- 
cialized social and economic studies planned for the senior high school. 
Personally, I should prefer to see more space given to a very thorough 
treatment of fundamentals and less to departmentalized specialties. 
The old adage, non multa, sed multum, has a strong appeal to me. 
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But after all, these suggestions pertain only to certain phases of 
Professor Marshall’s work. Fundamentally, there is no doubt in my 
mind that the text and the book of readings on The Story of Human 
Progress will themselves prove facilitating agents in progress. They 
are milestones on the road of American education. 

EricH W. ZIMMERMAN 

University oF NortH CAROLINA 


An Economic History of Modern Britain. By J. H. CLAPHAM. 
London: Cambridge University Press; New York: Mac- 
millan Co., American agents, 1926. Pp. xviii+-623. 


This is the first book of a projected three-volume series. It treats 
of England, Scotland, and Wales, with incidental references to Ire- 
land, during what the author has chosen to term the Early Railway 
Age, 1820-50. The rapid development of the railways offers the oc- 
casion for the division of the subject matter into two parts, the first 
presenting a view of industrial conditions in the country in the eight- 
een twenties; the second describing the growth and interaction of eco- 
nomic institutions in the thirties and forties. The first chapters are 
largely descriptive of local industries; the last are apparently designed 
to show effects and incidents of the construction of the new transpor- 
tation system. 

Among the specific subjects which receive attention in detail, in 
both parts, some of the more significant may be enumerated: the pop- 
ulation—its distribution and the varying standards of living; kinds, 
extent, and comparative importance of communications; the organiza- 
tion of agriculture, of industry, and of commerce; the significant de- 
velopments in such financial institutions as banking and insurance; 
and the policies of the government in regard to industrial matters and 
their social concomitants. Rapid urbanization, with its accompanying 
class divisions and changing standards of life, forms the core of the 
last chapter, “Life and Labour in Industrial Britain.” From this final 
discussion, which brings the various aspects of the previous chapters 
into their relationships, the reader becomes profoundly aware of a 
moving industrialism with its concatenated series of events; with its 
successive innovations in the degree and methods of utilizing resources. 

From a general survey of the topics it is interesting and valuable 
to note the historian’s conception of the compass of economic history. 
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The author of the work under discusion does not appear to view eco- 
nomic development as inseparably bound up with other phases in the 
“process of living.” He disregards in great part the ways of thinking, 
the psychological forces making for certain schemes and organizations. 
His task he believes to be one of securing the truths concerning pro- 
duction and trade, and so to list them as to present a fairly clear pic- 
ture of the economic life, without discussions of motives, passing opin- 
ions, or traditional modes of thought, and their effects. This does not 
mean that he neglects the influence of particular personalities; Sir 
Robert Peel’s work in regard to bank legislation during the period of 
“crises,’”? George Stephenson’s part in railroad building, the mass 
movements effected by the leaders of the Friendly Societies, all receive 
especial attention. 

Although, in a subject which offers much chance for interpreta- 
tion in keeping with a certain bias, the author shows no outstanding 
fetish, no unique point of view, no deep central conviction in terms 
of which he must find and explain his facts; nevertheless, it cannot be 
said that he is in no way affected by a definite attitude toward the 
manipulation of the data. He abjures “semi-legendary accounts” of 
such events of the nineteenth century as the incredibly rapid growth 
of population or the continual impoverishment of the working people 
“down to some unspecified date between the drafting of the People’s 
Charter and the Great Exhibition.” Consequently, he emphasizes the 
need for accounting for certain isolated events which are usually neg- 
lected; and certainly he would accept no conclusions without quanti- 
tative information. Accordingly, statistics and lists of items are used 
instead of theoretical assertions of the argumentative or explanatory 
sort. An example of the illuminating summaries or tabulations used to 
focus the chapter ideas of figures is the brief paragraph which sets 
forth the railway mileage by years, thereby giving the “statistical skel- 
eton of the Railway Mania.” To counteract the influence of some gen- 
erally accepted notions which are the result of tradition, not of scien- 
tific research, he has carefully selected facts to disprove many of 
them. His approach in this respect may be shown by his own words in 
the Preface: “Many generalizations about the workings of the old 
English poor law would have been modified if historians had found 
time to study even the Scottish law, let alone county administration. 
There are links between enclosure and pauperism such as have often 
been traced, but the most pauperized English county before 1834 was 
one in which the recent enclosure was small—Sussex.” 
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Arising from this same attitude is the change of emphasis in the 
study of industrialization from the period in which the factory system 
received its first great impetus to the later period when its rapid ac- 
celeration, due partially to the improved transportation, had tremen- 
dous effect upon the life of the people. Most other histories in treating 
this period consider the “industrial revolution” as a past episode by 
the middle thirties. That idea is entirely overthrown as a result of 
Mr. Clapham’s shift of emphasis. He has no quarrel with the accepted 
dates of the beginning of the process, but demonstrates the compara- 
tively slight degree of change in the early decades and the uninterrupt- 
ed development into the middle of the century. 

Another characteristic of the book is the author’s recognition of 
the necessity of localizing specifically the growth of different indus- 
tries; with this purpose in view he has particularized most statements 
as to exact time and place. The perspective of conditions differing 
from locality to locality reveals contradictions and anomalies of eco- 
nomic development. Any paragraph from the first chapter—“The 
Face of the Country”—is a good illustration of this. 

The six hundred pages contain an immense quantity of material, 
almost encyclopedic in its compactness of fact and figure. The sources 
are in many cases entirely inaccessible to students: rare old discourses 
of travel, of autobiography, of comparatively unknown history; many 
monographs, special commission reports, and manuscripts. The style 
is sometimes tedious because of the detail; but frequently a touch of 
the author’s personality, expressed in unusual phases, gives life; and 
scarcely an assertion is made which does not hold its own peculiar in- 
terest. This very interest in detail, perhaps, is the cause of the appar- 
ent lack of organization. A hasty perusal could but leave the reader 
with an overwhelming sense of having been deluged with a hodge- 
podge of indiscriminate data. The handling of sequences is not alto- 
gether skilful. So much is said in each paragraph that transitions are 
difficult without sign posts in bold-face type. The result is a series of 
seemingly co-ordinate observations; yet, with the outline given in the 
Table of Contents in mind, the reader is enabled to subordinate the 
mass of detail to the central ideas. 

The virtues of the book cannot be shown adequately in a review; 
to realize them fully one had best read the book itself. Because of its 
method of particularization, it brings together a mass of hitherto neg- 
lected facts and furnishes an excellent reference work. It is no meager 
contribution to the overturning of some of the old conclusions to which 
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every historian has clung, and to making us wary of accepting declara- 
tions without sufficient basis in fact. 
EsTHER COLE 


Rosert Brookincs GRADUATE SCHOOL 
oF EconoMICs AND GOVERNMENT 


Das Wesen des Geldes. By FRIEDRICH BENDIXEN. Munich and 
Leipzig: Dunker & Humblot, 1926. Pp. 66. 

The appearance of a fourth edition of this work since 1907, com- 
ing from the hand of a practical banker, the former director of the 
Hamburg Hypothekenbank, shows how intense has been the public in- 
terest in Germany in questions of monetary policy, especially as this 
is but one amongst three or four score of books on the subject that 
have survived their first edition within a generation. Unfortunately, it 
also shows how much casuistry can survive in a period of spirited po- 
lemic among theorists, and public excitement over the practical issues. 

Bendixen is a disciple of G. F. Knapp, whose State Theory of 
Money (1st ed., 1905) recently appeared in English translation, and 
whose legalistic theory Bendixen seeks to supplement on the economic 
side. Along with others of the “Nominalist” school, he refuses to re- 
gard money as being the object of the individual’s value-judgment, 
like other goods. Prices are mere numbers; money is an abstract unit 
of value; ideal, incorporeal. As such it can have no value itself, except 
for what it represents. On the physical side, naturally, we have the 
concrete media of exchange, which run in terms of the abstract money 
unit. But “money” in this sense is inconsequential, just as it is a mat- 
ter of little moment to the meaning of “yard” as to whether the yard- 
stick is made of wood or gold, or is merely mathematically defined 
(fiat money and bank credit). Bendixen does not mean that the pur- 
chasing power of a gold dollar under free coinage and convertibility 
does not coincide with that of its bullion content, but that the quin- 
tessence of the idea of “dollar” is an abstraction, rather than a physi- 
cal quantum. Perhaps his theory, which certainly seems absurd in 
denying value to money altogether, has significance in calling attention 
to the fact that both the major functions of money—acting as a me- 
dium of exchange, and as a measure of value—could be performed by a 
purely abstract or ideal money, such as bank credit. (The initial chap- 
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ters of Hawtrey’s Currency and Credit are based on such an assump- 
tion.) 

Bendixen’s reform scheme for issuing classical money on the ba- 
sis of discounted commercial paper to the “equivalent of the goods ac- 
tually produced” savors of Tooke and Fullarton. And the criticisms 
of the scheme made by Professor Karl Diehl, of the University of Frei- 
burg, in a monograph in 1918 represent a view of the matter which has 
been unassailable since the days of Ricardo and his Reply to Mr. Bo- 
sanquet’s Observations on the Report of the Bullion Committee. Such 
a scheme does not provide for an automatic regulation of the issue of 
money, since several discounted bills could arise on the basis of the 
same goods turned over a number of times; since, moreover, banks 
lend as against good security, and not as against new goods produced, 
necessarily; and since, lastly, there is no assurance that the goods 
serving as the basis of the note issue will be marketed at the contem- 
plated value. 

Bendixen emphatically disavows any quantity theory, which he 
believes peculiar to the orthodox theorists, whom he stigmatizes with 
the name of “metallists’”’; but he later implies a most naive sort of 
quantity theory himself. Even this he apparently forgets when he says 
that if only money is issued solely on commercial paper resting on a 
real contribution to production, we need not be concerned about its 
quantity. The scheme for “classical money,” he maintains, is nothing 
more than making deposit money the only money, and might be worked 
out gradually by an extension of that system, even though the gold 
standard be retained. To facilitate the advance of the system, however, 
he concludes with quite radical proposals: first, relieving the Reichs- 
bank of the duty of redeeming its notes; second, making the one-third 
covering in gold of these notes only a very elastic requirement, and re- 
moving the tax on issues in excess of that limit; third, making gold- 
exchange bills held by the Reichsbank a part of its legal reserve. Nat- 
urally this means that the country is to be put on fiat money within its 
borders, and upon a gold-exchange standard internationally. 

As much as any of us would welcome a “classical money” system 
which would maintain constancy in the general price level, we could 
not easily abandon the effective instrument of the rate of rediscount 
and the safe-guarding limitations of a gold covering for the ephemeral 
control consisting only in bankers’ judgments as to what constitutes a 
“real contribution to production.” 

Howarp S. ELtis 
Aww Arsor, MIcHIGAN 
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The International Labour Organization. By PAUL PERIGORD. 
New York: D. Appleton & Co., 1926. Pp. xxix-+-339. 


Professor Perigord has written a book for which there is a definite 
place. It is a study of the formation, constitution and operation of the 
International Labour Organization, with a decided turn of attention 
toward the question of the American policy toward that institution. 
In fact, it is the only comprehensive record I have seen of American 
relations with the International Labour Organization, and the most 
thoughtful consideration of the matters of international and economic 
policy involved in the question of American participation. The book 
gives an account of the influences which gave birth to the Internation- 
al Labour Organization; it contains an interesting treatment of the 
tendency of labor, working under essentially the same régime in most 
countries, to develop the same needs and ideals, and of the growth of 
the international connections of labor and of its political strength up 
to 1919. By the help of this account, and by a study of the philosophy 
of labor legislation, and of the first beginnings of international labor 
legislation, the understanding of what is often regarded as a very pe- 
culiar institution is made simple. There follows a study of the consti- 
tution of the organization, of its results, and a statement and judg- 
ment of the main criticisms made against it. 

It is the work of an open-minded and honest friend, and has an 
excellent perspective on the questions of economic and political evo- 
lution which any discussion of the International Labour Organization 
inevitably entails. It gives all the main facts needed for the record 
without reducing itself to a primer of facts; it sees what went into 
making them. The analysis of some questions, however, seems to me 
to drift rather loosely from point to point without bringing each to 
final submission, as in that concerned with the participation of the 
United States, wherein it is nowhere brought out definitely that it is 
the opposition to trade unionism which is the main factor in American 
opposition. The outline of the constitution which is given is too for- 
mal; it is not translated into a picture of the living organization en- 
gaged in a turbulent constant effort to make its conventions universal 
standards. Nor does it give any idea how the various interests repre- 
sented in the organization act. The account of the work of the Secre- 
tariat, the International Labour Organization, has the same shortcom- 
ing; no glimpse is given, for example, of the excellent technique it has 
developed to explore the state of any subject to be considered by the 
Conferences, of the difficulties of keeping up the ardor and scientific 
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interest of an international civil service. Economists, too, will find in- 
adequate the analysis of the questions of the necessity for international 
labor agreement (a more accurate word than legislation), of the pos- 
sible importance of such agreement for modifying the disturbances of 
international competition, of its possible effects on international com- 
petition, or of the most important and difficult question of the stand- 
ard selected as the base of agreement, and many similar ones. Some of 
these questions are so difficult, and involve such unsettled and new as- 
pects of our general body of economic theory, that the author cannot 
be too severely criticized for not grappling with them. Yet anyone 
who does will be repaid by discovering that he has found a new ap- 
proach to some of the central problems in the theory of international 
trade and competition. 
HERBERT FE1s 
University OF CINCINNATI 


German Trade Associations: The Coal Kartell. By ARCHIBALD 
H. StockpEr. New York: Henry E. Holt & Co., 1924. Pp. 
lv-+254. 

A study of the trade agreements existing in European industries 
may supply the data for a scientific analysis of these problems in 
America. Mr. Stockder has selected the Coal Kartell as a type case 
to illustrate the economic and administrative phases of German trade 
associations. Much of his material has been secured from original 
German sources. 

This book is a monograph forming part of the “American Busi- 
ness Series,” edited by Roswell C. McCrea, of Columbia University. 
It first acquaints the reader with the general nature of German Trade 
Associations, then centers his attention on their significance in the 
coal industry. The opening chapter on “The Nature of the German 
Kartell” lays the foundation for the detailed study, and should be read 
by every student of economics who is interested in social control. It 
is clear; it is concise; it is instructive. 

Part I continues the general discussion by introducing certain as- 
pects of “The Coal Supply in Germany.” The remainder of the book 
devotes itself first to a historical treatment of the “Private and Forced 
Kartells in the Coal Industry” up to 1915; finally, to the “Statutory 
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Regulation and Organization from 1915 to 1920.” The author sets 
forth his data for the most part without comment, but in enough de- 
tail to enable the reader to form his own opinions. 


C. Rurus RorEM 
UNIVERSITY OF CHICAGO 


Money. By R. A. LeHFELDT. New York: Oxford University 
Press, American Branch, 1926. Pp. 116. 


Admirably written and surprisingly comprehensive for so short a 
book. It surveys both monetary history and monetary theory. Sev- 
eral chapters are descriptive; one is theoretical; and a final chapter 
is devoted to suggestions for improvement in monetary systems. One 
wishes that a little more had been said concerning the gold exchange 
standard in recent experience, and that the central bank as an instru- 
ment of control had received more attention, but on the whole there 
is excellence in the relative emphasis devoted to the various topics. 

It may hardly be fair to mention the following minor inaccuracy 
in a work at once so comprehensive and so brief. In speaking of the 
greenback experience of the United States the author says (p. 32): 
“The American Government did not at any time interfere with the 
free movement of gold.” This overlooks the anti-gold law (passed in 
June 1864 and repealed the following month) designed to suppress 
the activities of the gold room. 


GarFIELD V. Cox 
UnNIvERSITY OF CHICAGO 


Cyclical Fluctuations, Retail and Wholesale Trade, 1919-25. 
By Smon S. Kuznets. New York: Adelphi Co., 1926. 

Pp. xx+201. 
Those interested in the study of business cycles are indebted to 
Dr. Kuznets for his painstaking and thoughtful analysis in one of the 
least explored, most difficult, and most important corners of the field. 
Using the data made available by the Federal Reserve Board since 
1919, the author has attempted to measure and to explain the cyclical 
fluctuations of values and of volumes in the various lines of wholesale 
and of retail trade. The fluctuations of retail and of wholesale series 
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have been compared, in both timing and amplitude, not only with 
each other, but with those of factory production, factory pay-rolls, 
interest and dividend disbursements, and other relevant statistics. 
Some of these comparisons revealed the tendency for factory produc- 
tion and wholesale trade to fluctuate more widely than retail trade, 
and other comparisons were made to test suggested explanations of 
these disparities. 

No one is better aware than is Dr. Kuznets of the inadequacies 
of the data with which he has had to work, and care has been taken 
at every turn to warn the reader of these deficiencies. The work is ad- 
mirable as an example of cautious statistical induction supported by 
argumentative reasoning, and is stimulating in that it raises more 
questions than it answers. 

GaRFIELD V. Cox 

UNIVERSITY OF CHICAGO 
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